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57. Chief of Station, Heidelberg to Chief, FBM, “Russian Newspaper Attack on 
American Intelligence Activities,” with attachment, 6 February 1948 





SECRET/RELEASE 
~ TO GER^ltYAQlffi'YpATCH 



VIA-, , AIR POUCH 

SPECIFY Aid O* SEA POUCH 






DISPATCH NO.: 



TO : 

FROM : 
SUBJECT: 
REF 



CONFIDENTIAL 

CLASSIFICATION 

date- 6 February 1948 
Chief, Foreign Branch "M" 



Chief of Station., Heidelberg, Germany 

Russian Newspaper Attack on American Intelligence Activities 



1. Enclosed article appeared in the 31 January 1948 issue of 
the Tagliche Rundschau , overt Red Army newspaper published daily in 
Berlin. The article was reprinted fully or in part by all the Soviet- 
licensed newspapers in Berlin, with the exception of the Morgen 
and Neue Eeit . publications respectively of the LDP‘ and CDU. It is 
being submitted to you in accordancewith the request contained in 
the last sentence of Washington 'oy&S* 



2. You will note that the writer of the article . makes no 
distinction between the activities of “Rusty" and those of the group 
headed by the former German General GUDERIAN. The latter is super- 
vising a project to compile a history of the recent war, under the 
auspices of the Army Historical Division. GUDERIAN, to the best of 
our knowledge, is not engaged in intelligence gathering activities. 

oi-A 

3, The news-agency "Telepress" - alleged source of the article - 
is unknown in Berlin journalistic circles. The appropriate inquiries 
have been started.- 



Distribution: 

' ' "2 *iBM 
1 - COS 
1 - REG 
1 - SCB 




RECiiTKy COPY, 



CONFIDENTIAL 
CLAS SIFICATION 

SECRET/RELEASE 
TO GERMANY ONLY 
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57 . ( Continued ) 



5 m enka^ 

HaWfiutg, *30. Januar (ADN). „Amerika*'Wep- .und spater Tnlt besonderen Instruktionen in Js{\ 
woir T *.v‘nennf* die ./NachrichlenagenlUr Tele- Unsprungsiand zrurilckgeschfckt. *-» ; *. • 
press das' Netz von SjJionen’.axid Agenten, das Im Ausiand 13B( Guderian seine Agenten ln\ 
von dem ehsmaligen Generaloberslen Gude- die 'Gesellschafl ...elnsickern", wobei die Agen- "• 
rian unter der Aufsicht von amerikanis'chen ten bctnQht bleiben, durch Awsbreitung anti-- h 
Qffizleren aufgezogen worden ist.Wie bekannt, sowjetischcr Propaganda, durch Foiderung des < 
st Guderian nach unwidersprochen gebHebenen Rassenhaases und durch 'die ^BekuntKing- elner jl 
lufschluBreichen Nachrichlen von am. e r*i • feindsellgen Haitung gegen Jeden demokra* . 

tischen und sozialen' Fortschritt bei reaktio- $ 
n3ren JElementen Sympathien .'..zu ■ /erwecken. i 
„Alle Merkmale angewandter Nazipropaganda", I 
so. stellt Telepress - lest, ’ „sind im Sin)ne 

'vm General Clays Instruktiohen ** 
vjuueiian, aei um seinem Dtaoe umer amen* .. •>.. , • T , - -* 

kanbchera Prolektoral v 0 „ d.» in der e met , “ f 



.anischen Stellen' beauftragt worden, 
.en un-ler d-e* Bezeichnung .Die Abwehi" 
ekannt gewordenen nazistischen Giheixn- 
ienst zu rekonstruieren un-d jeaktivieren. . . : 

Guderian, der mit seinem 'Stabe unter ameri- 



kanischen Besatzungszone geiegenen Allendorf no „ A _. Va u/arw„if « fc v 

ersten ..Erlolgen” seiner subversive,, Tatigkeit S“f °m?iHel Flrbhln 

W I o wal 2 ? fA™ r' W Bcd?n £+SEa£*& 

*f 'ii?f aii- 

F . . iyt n'euerdings der ehemaiige KapitSnleut- 

Die Mitglieder der deutsch-amerikanischen n a n t ' J a r g e n W a t t e n b e r g er aufge- 
Spionageorganisation versuchen in . vielen taucht, der iaut Telepress ' ;,mit wlrksamen 
Fallen, - so berichtet Telepress, '.Person en, Empfehlungen. von seiten der Amerikaner" in 

Ac..wm~ n D Irjinnt(^»ri A AAf , 1 1 U.,™.'. ■ 



locken. "VoaNden illegalen; Einwanderern war- kehrte riach Deutschland zurQck, wurde U-Boot* 
den, daiui Infotniatidneri erpreflt. ’ Teilweise Konunandant uod geriet schlieBiich in amerika* 
werden sie fQr -^ezlfische .Auigaben. geschult nlscbe Kriegsgefangens;ch^ft. / • - M \ .. 

•• *;■■■'*£■}$'?{ v; . ■ v-j. . . 
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58. Memorandum to Helms, “Operation RUSTY” 18 March 1948 



SECRET/RELEASE- y 

/ VTAMCARO FORM HO, #4 ^ VLP i/L I \\j* 

Office UNITED STATES GOVERNMENT 



to j Mr . Riohard Helms 



SUBJECT: Operation RUSTY 



DATE: 18 March 1.948 



/r?A. //eck's/i eA. 



1, About two months ago Major General WAiah told ■■■■I that 
when he, Walsh, next visits the United States, he is going to raise again the 
question of CIA talcing over Operation Rusty* He thinks that a mutually satis- 
factory arrangement oan still be arrived at. 

Z, I am of course in no position to give you a considered overall appraisal 
of Operation Rusty, al though I am certain that most of Sam Bossard’s observations 
and strictures are still valid. Lt.Col. DEAR* s successor (his name has escaped 
me) is highly thought of as an officer, but like his predecessor he is not an 
intelligence man equipped to supervise, control and steer an operation as complex 
as Rusty* There is no doubt that Rusty enjoys the unqualified backing of the Army 
in Germany* Instructions have gone out to the various CIC Regions enjoining them 
not to interfere with the activities of Rusty operatives and, in the Munich area 
at least, Rusty is in a position of unchallenged ascendanoy. 

5* I need not Elaborate on the unorthodox methods applied by Rusty in run- 
ning its operatio ns/ nor on the val ue of its product* lhoy are known to you from 
Bossard’a study* should be in a position to give you an authori- 

tative and up-to-date account of Rusty 1 & activities in the Munich area. An inter- 
esting sidelight on Rusty* a recruiting methods is shed by the fact that they took 
over some of the informants dropped by Munich Operations Base after it had been 
conclusively established that the intelligence they furnished was of no value 
whatsoever. I do not know whether the. circums tance that the activities of R usty 
have beoome a major issue between ODDI and • 

affect our judgment* 3he fact is that the dMBB E strongly resent Rusty* a forays . ' 

Into their territory, particularly since they belie ve that Rusty has been pone- 
trated by, the Russians. I have, been told that the time ag o put out . i 

a study, made available to our service, to baok up this atandT""' 1 T -^^/Z/ %m rr : SA 

4* That the Russians must know something about our using former German staff 
and intelligence officers for intelligence purposes is clearly indicated by the 
Talepress reports which were f orwarded .to you by . Berlin. Although most of those 
'report* were inaccurate in detail, even General Wulah had to admit that they re- 
flected serious flaws in the seourity of Rusty. 

5. You are no doubt aware that a decision on whether CIA should take over 
Rusty has to consider the political implications of sponsoring an organization , 
whioh in the opinion of qualified observers constitutes a re-aotlvation of the 
German Abwehr under American aegis. If the Russians have succeeded in pene- 
trating Rusty - and considering the many breaches of security that oame to our 
Jcnowledge recently it is a fair assumption that they have - the political 
implications alone (leaving aside the espionage angle) would come in handy if 
the Russians at any Pirns should look for a pretext to provoke a showdown in 
We stern Germany. 
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59. Helms to ADSO, “Rusty,” 19 March 1948 





SECRET/RELEASE 
’0 GERMANY ONLY 



19 March 19 W 



MEMORANDUM 



VIA: COPS 



SUBJECT: Rusty 



1. I thought you might be in terested in t he fact that in 

a conversation two months ago with^BHHBBK General Walsh 
stated that when he next visits the United States, he is going 
to raise again the questio n of CIA taking over operation Rusty, 

He apparently told that he thought a mutually satisfactory 

arrangement could be jar* -*■ 



2. According to evidence from Germany, nothing about Rusty 
has been altered which would lead us to change the position taken 
by us last year* In fact, the reports in the Soviet dominated 
press in Germany concerning the use of former German staff and 
intelligence officers are such that there is no question that 
the Russians know this operation is going on even though they 
may have some of the details wrong* Certainly the fact that 

so much publicity has been given to this indicates serious flaws 
an the security of the operation# 

3, Although our men in Germany have scrupulously followed 
your instructions to take a neutral attitude with regard to 
Rusty, the activities of that operation are well known to all 
our case officers and are a subject of real concern to them, 
largely on the grounds of security# 

ll# There is nothing new in the foregoing, but I thought 

you would want to be kept up-to-date# 



richW helms# 



StjjiSft 
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60. Chief, Foreign Broadcast Information Branch to ADSO, “PRAVDA Report of 
US Spy Group in USSR Zone of Occupied Germany,” 30 March 1948 



*TA*®A^O 



0 RESTRICTED C ; ~ 

Office Memorandum • united states government 






TO : Assistant Director for Operations 
FROM x Chief, FBIB 
SUBJECT: PRAVDA Report of U.S. Spy Group in USSR Zone 



DATE: 30 March 1948 

SECRET/RELEASE 



of Occupied Germany, 



-TO GERMANY ONLY 



The following two articles relative to the above subject have been monitored by 
FBIB to date: 



PARIS IN FRENCH TO INDO-CHINA at 8:30 A.M., 30 March 1948 

"PRAVDA has announced that a Fascist espionage organisation has been discovered in 
the Soviet occupation zone in Germany. According to PRAVDA, the organization is 
financed by the American intelligence services." 

MOSCOW, SOVIET HOME. SERVICE, at 4:00 A.M., 30 March 1948 
(Central Press Review) (Excerpts) 

"PRAVDA* s correspondent reports from Berlin:' 

"* Recently an espionage body was discovered in the Soviet Occupation Zone in Ghrmary* 
It was headed by Herbert Pinkert,, formerly a colonel in the German Amy and 
commander of a regiment in the Brandenburg special duties division. On Pinkert * s 
admission, he is a member of an illegal fascist organization in the Western Zone 
consisting of officers of the former German Amy who are employed by th^ American ‘ 
Intelligence for espionage in the Soviet Zone. 

n 1 According to Pinkert, the center of this organization was located first in 
Frankfort on the Main and in the spring of 1947 was transferred to Munich* It Is 
headed ty Colonel General Haider, former Chief of Staff of the' German Amy* Pinkert 
admitted that this illegal fascist organization is subsidized by the American 
Intelligence and, major German industrialists from whom it receives monthly large 
^ru*'.* ' -:*:^..oun8v]Bf-.®?nejy* 

V 

" 'On several occasions Pinkert illegally entered the Soviet Zone where he recruited 
officers of the former German Amy whom he knew for the organization and gave the ; 
American Intelligence information of a military, economic, and political nature, ■ ■ 
in particular, details about Soviet Army units, airfields, and military commands *•" 
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61. Chief, FBEB to ADSO, “PRAVDA Report of US Spy Group in USSR Zone of 
Occupied Germany” 31 March 1948 




u" *■ 
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RESTRICTED 
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r 



Wffice ' Memorandum • united states government 



" to j Assistant Director for Operations 

from i Chief j FBXB 

subject: PBAVDA Report of it.S. Spy Group 
In usat Zone of Occupied Geraanr 



DATBi 31 March 1948 

SECRET/RELEASE 
TO GERMANY ONLY 



On 30 March, the Soviet-controlled Berlin radio transmitted (in German to Germany) 
a version of the subject PRAVDA article. The Berlin radio 1 e . version gave the 
following alleged “facto 8 in addition to those included in the Soviet Home Service 
broadcast, reported in memorandum of 30 March 1948 from Chief, FBIB to Assistant 
Director for Operations. 

According to the Berlin broadcast, Pinkert (alleged to be head of an Amerioan- 
fiaanced "espionage body" in the Soviet zone) was recruited into this. Illegal 
organization in the summer of 1946 by Hans Erasmus, formerly Chief of Staff of 
the "Brandenburg" Division. Pinkert also admitted that it was the task of the 
center of this illegal organization to contact German agents who had been left in 
various countries during the war. Espionage activities were to be carried out 
ns inly through Austria and Sweden. Pinkert himself had been repeatedly in the 
Soviet zone by order of Erasmus. There he won over to the organization officers 
of the former German armed forces whom he knew personally. The information given . 
to the American intelligence also included the condition and . productivity of 
industrial enterprises in Saxony. 
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62. Chief, Munich Operations Base to Acting Chief of 

Station, Karlsruhe, “Rusty,” 7 July 1948 



r SECRET/RELEA^E ' 

" ' ‘ ' v.T 



mmmmmxmx 



Via: 



SPECIFY Affi OR SEA POUCH 



DISPATCH NO.: 





, date: 7 July 1948 

Acting Chief of Station, Karlsruhe 



TO : 

from : Chief, Munich Operations Base 

SUBJECT: GENERAL- 

SPECIFIC— Rusty 



Attached hereto and forwarded to you is a concise 
summary on Subject. 



Distribution: y 

3 - COS w/Incls 
1 - file w/Incl. 



1st In&. 




^3 



To: 3!BM 

\ " ' . 

Prom: Acting Chief of Station, Karlsruhe 
£Xe¥e/ieK {rU gntf fM- 's ?• 

1. forwarded per verbal request.' 

v 

2. Transmission was delayed in the hope that similar reporVj 

■ from BOB and KQB could he forwarded at the same time, - 

they have not yet been received, they will he forwarded \ 

separately as they come in. 1 1 ' - “ l 




- Cl 



Enpr.Repro. PUnt -20 - Oct 47 -2B6 
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SECRET/RELEASE " 
TO GERMANY ONLYiss 




1, If the ensuing remarks on feu sty op e r a t lo ns; : te nd.:;a£r:any-^- 
point to veer away from a purely ob^eetdve^appra I sal, please 
bear in mind that they afe the result of propinquity x arid a con- 
stant barrage of denunciations, on the part of MG and influential 
Germans,. of the outrageous practices of American Intelligence . 



2. Rusty ' s headquarters is located in’ the outskirts. of 
Munich at Pullach, in a large caserne once used by CCD. In 
addition to the HQ, approximately 20 houses have been taken over 
in. the vicinity of the HQ, which are used by staff and other 
personnel. There is a large motor pool, a total of 106 vehicles 
(German licensed, but Army owned) being serviced at present by 
Army Ordnance. In Munich. Rusty is known as the 7821 st Composite 
Group, although their EUCOM designation is TIB (Technical 
Intelligence" Branch) , G-2, EUCOM. 



3. SECURITY . As the result of Rusty 1 s insecure .methods of 
ope ra t ing IbothT in the American and German level) * the existence , 
aims and somehundreds of. the covert personnel are known to many 
OMGB personnel, both American and German, and to an unknown num- 
ber of German officials both in the Bavarian Government and in 
the various Bavarian police agencies. (Insecurity vis-a-vis MG 
will be discussed in Para. On 'the German side the following 

factors contribute to insecurity: - 



a. Rusty's German agents, when approaching potential 
recruits, invariably present documents identifying themselves as 
working for American Intelligence. The most common is a letter 

* signed by an American officer stating that the individual is 
working for TIB. These documents are produced not only for 
recruiting, but also to obtain special favors, as a means' of 
"social adornment", (the term "social adornment" was used by an 
MG official), and to intimidate American or German law enforce- - 
ment agencies. * 

b. Rusty's interference with the normal process of law, 

particularly Denazification and Automatic Arrest proceedureSV * 
The most flagrant example, which has become a cause celebr^/ln 
Bavaria is Rusty.' s .intervention in favor of Fritz who was 

head of the Bavarian Staatsoperette during the Nazi regime. A 
member of the NSDAP since 1933 and of the SA since 1938, Fischer 
was a close personal friend of Gauleiter Wagner and profited 
enormously from the association. His denunciations of other 
Germans to the Gestapo are a matter of record, but a better known 
charge is that of rape, for which Fischer was acquitted as a 
result of Wagner's pressure on the courts. 1 At that time (circa 
1940 ?) public opinion was indignant at which was considereda 
flagrant and open miscarriage of justice. 
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62. (Continued) 



" ' SECRET/RELEAS$0f SECRET 
TO GERMANY ONLY - 2 - 

Fischer was interned in- 1945 by CIC as automatic arrestee 
and released in 1946 at which time he was recruited by Rusty.. 
Shortly after this, Fischer was again arrested on order of the 
Spruchkammer to await trial. He was immed lately released to 
custody of Rusty at request of Capt, Waldman of that organiza- 
tion. On 6 April 1948 Fischer appeared at his trial accompanied 
by one of Rusty's NCOS, At that time (in the words of a Munich, 
police official) "Fischer's behavior in the court was insolent 
and sarcastic". . On' 7 April when Fischer was ^to receive sentence 
he did not appear in court. (He was sentenced in absentia to 
two years in a labor camp). As his case had already aroused the 
. interest of the press, because of .the rape incident, the fact 
of his American protection, his manner towards. the court and his 
absence on the last .day of the trial all were widely reported in 
Munich newspapers. The Spruchkammer in the meantime reported 
Fischer as a fugitive and an intensive hunt was begun by police 
agencies/ At this point Capt. Waldman approached Denazification 
Branch, OMGB, demanding that Special Branch reverse the decision 
of the Spruchkammer and announced that he would not return 1 . 
Fischer to German custody, Fischer, he said, was fourth from the 
top in the German organization run by Rusty and that if he were 
to serve his sentence, the "morale of the other key members of 
, the organization would be greatly injured and the prestige of 
American Intelligence lowered in their eyes". 

. . J 

The Fischer case was kicked up to OMGUS and the decision 
made that Fischer be turned over to the German authorities. 
Fischer now at Dachau, has appealed his sentence and the predic- 
tion is that at the new trial, a stiffer sentence will be 
meted out. 

Comment : The Fischer case has been presented in detail 

for fear that a shorter exposition might elicit the view 
that "at one time or another all intelligence agencies 
have* gone to bat for their men" and that the old chestnut 
of glass houses be referred to. 0 

ft/ 

Another example of intervention is Rusty's attempt (which 
might prove successful) to re-instate Max Landrat,of 

Kreis Berchtesgaden during. the Nazi regime," in nis former post. 

In MG's opinion, these two cases, and other instances not worth 
reporting here, will have a disastrous effect on German public 
opinion, such as it is. # 

c. The extremely careless methods used by Rusty in 
requesting services of MG and the Military Post. In various MG 
Branches (Manpower. Housing. Transportation, Intelligence, etc) 
there are long lists of Rusty agents for whom services are being 
performed. Rusty does not classify the majority of these lists 
and as a result they are handled by German employees of MG with 
consequent security implications. A more serious aspect of this' 
practise is the fact that at times individuals are listed whom 

SECRET/RELEASE 
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62. (Continued) 





secret/releas] 

TO GERMANY ON4 



r* r~n J 
buOi 



Busty is* attempting to recruit and who, although possibly never! 
recruited, are thereby compromised. An example of this is'. , 

EL who though openly. critical of Rusty's methods, has been! 

-approached by Rusty. As far as we can determine, Rusty has. c, 
attempted special, favors as an inducement to recruit- ' 

meat, and i J is listed in an unclassif ied memo to MG ; fj 
Special Branch ( for permission to operate a car. CL Z3 is. not 
a Rusty agent* 



d. The "free-wheeling" which is indulged in by Rusty* s 
agents. The Border Police in particular are astounded at the 
freedom of movement and unsupervized activities of Rusty -agents. 

C ^ have repeatedly, and completely unsolicited, 

reported on tne location of Rusty safe houses,- sub-headquarters, 
vehicles, and on the identity of agents themselves. When a Rusty 
agent is picked up for black marketing in goods or monies (and 
this is often) he immediately requests to be taken to CIC, who 
are instructed to get in touch with Rusty, and the release is 
automatic. All these extracurricular activities', which Rusty 
admits are not supervised, are passed off as "operational neces- 
sity".. CIC is powerless to take any action and bitterly resents 
the fact. 



4. Recruiting Methods . Rusty's recruiting drive is given 
impetus by two methods: 

(1) Impressing potential agents with the high-level 
backing of the organization, and 



. (2) Prodigal outlay of money. and supplies. 

The usual approach of Rusty agents is, as already mentioned, 

A repre senting ’ tIB . This was used when two former Abwehr officers, 
SPESS and F A ERB ElR. approached the chieif of the ’Grenzpolizei and 
st* attempted, to recruit hot only the. chief but the service sof the 
* 4^9 Grenzpolizei organization itself. The Chief of the GP was hot 

impressed and not recruited, his main objection having been fear 
for his own security. Another approach, and this is reserved for 
high-level prospects is to have 'an American make the initial 
contact, claiming direct lines to President Truman and the Pope 
(the ecclesiastical touch is somewhat useful in catholic Bavaria). • 
* \ .^--recent approach, one which does this organization no good, is 
to claim authority from the War Department. This is also used in 
contacts by Rusty's American personnel -with various offices' in. MG 
and the Military Post with the result that quite often one of our 
personnel will, be informed of the fact that the War Department 
(MG and the Post mpke no distinction between War Department 'and 7 
War Department Detachment), has put in a request for a block of 
apartmepts, and "who the hell do. you think you are to make such a 
demand and in such a high-handed manner". The trouble is always 
straightened out and the finger always points, at Rusty.- Recently, 
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wheniniHQBBHnV approached the^Accomodations Officer at 

the Post far an operational house, ttte AO was rather skeptical 

of the request until one of his ujatferlings told him that / 
was connected with Colonel Baun^ organization (former Aliwenr ^ 
officer, chief of Rusty 1 s German staff) at which point the AO 
grudgingly said: "What is- it you want this t J«** n - heedless to . 
say, the connection was vehemently denied by / jwho then 
had to produce all his letters of authority & order to obtain t 
what, in light of Rusty f s constant demands/ was an exceedingly 
modest requirement. It should be mentioned here that. a few 
months ago, at a meeting' of the various "security agencies" in 
Munich,' called by MG to discuss the operational housing problem, 
Rusty's representative was a German national. Present were 
officers from CIC, CID, MIS, and. Intelligence Division, MG. 

With regard to the outlay of money and supplies it need only 
be said that Rusty's scale of payment has thrown the* intelligence 
market all out of proportion. Time and again we are faced with 
the problem of convincing someone that he should work for 
idealistic motives, (and a reasonable amount of supplies and 
money) rather than- for a tempting 200 to 1,000 Dollars a month 
offered by Rusty. It presents a poser when an individual says: 
"Obviously this is a much more powerful &nd richer organization 
than yours'. I've been offered American Dollars, a car, and 
travel facilities, and besides, I'll still be working for the ’ 
American Government." The only argument that works* is that of 
the security implications pnd Rusty's weakness in this regard is • 
well enough known to act as a deterrent to individuals of a 
sober turn of mind. It is not uncommon for. an individual who has 
a potential net working' into one of the eastern, countries (and 
these are a dime a dozen in Munich) to demand 2,000. Dollars a 
month for the* running of his operations. When asked why • the high 
demand they state that they have been offered that by "TIB", but 
that they prefer , not to work with Germans. If the net appears to 
be of .potential use, a modes t counter-proposal is made whlch^-e* 
usually leads t° the remark : JjWhois getting; tbn 
thd negotiation Tails of this 

Base, dropped in 1946 because of low level .production^ was *paid 
500 Dollars a month by Rusty over a f ive mon.th period. He stated 
recently that "I've suc ^ easy money in my life". 

n-p pld reports, dated 
1942 and 1943/ and/Jassed them along to Rusty as current info. 

5. The most disturbing feature of Rusty's operational , 
methods is the effect on MG's attitude towards American Intelli- 
gence, in general. The various MG Branches have to. be used ' 
frequently by all security and intelligence agencies. for any num-’ 
ber of reasons, ie. documentation, housing, car licenses, 
tankauswei sen, etc. Prior to Rusty's installation in Munich, 
such requests were infrequent, and were honored- with a minimum of 
delay. At the present time, because .of . the flood of Rusty's 
requests (the word requests is used advisedly) an official stop 
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has been put to documentation, housing and transportation licens- * 
ing. Our requests are still Deing honored but only because, of 
personal relations built up, ’with the various division chiefs. 
Inevitably during a conversation with MG officials the question 
is asked "What do you think of TIB?" This is countered with 
"What do you think?" which leads to- lengthy and vociferous 
attacks on Rusty's seemingly endless demands for services. The 
entire matter has been referred to OMGUS by OMGB and is being- 
discussed with General Walsh. At the Military Post, the situation 
is about the same, except that by EUCOM directive the Post has to 
honor all of Rusty's requests and any appeal is looked upon with 
disfavor. Any other agency,, lacking this EUCOM carte blanche, 
has to scrounge to obtain the few services necessary to a normal 
execution of duties. It must be said that this scrounging .is 
not without results, however, as the politesse called. for 
produces an amazingly cooperative attitude on the part of those 
officers ordinarily subjected to Rusty.' s consistently high- 
pressure tactics. 

6. The foregoing is obviously academic since nothing is 
known here of the quality of Rusty ' s. production. It must be 
disregarded entirely if Rusty has succeeded in penetrating the 
Kremlin. Also, many of the practices referred to above are 
indulged in, to a lesser degree, by other agencies. However, 
such practices become dangerous, and have disastrous effects when 
carried out practicably in the public eye, and, as far as can be- 
determined, with a minimum of supervision. .The political ' 
implications are obvious, especially in view of Rusty's . •* 
increasing sphere of activity (a former CIC agent now working 
for Rusty claims, they have recently set up a ‘North African 
Section). 

As a local* cynic put its. "American Intelligence is a rich 
blind' man using the Abwehr as a seeing-eye dog. The. only; 
trouble is— ‘-the leash is much too- long". 
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,19 August 1948 

Chief, Foreign Braneh 

Chief of Station, Karlsruhe, Germany 

Operational 

RUSTY 

1* This memorandum will be more In the nature of a 
general comment reflecting the oonaenaua of operating per- 
sonnel of KOB* The comments are of a general nature and do ’7 
not reflect an intensive attempt to report on the result of ? 
penetration and consequent extensive knowledge of RUSTY 
operations* ' 

2 . RUSTY came first to the writer's attention In July 
of 1946 when CIC Region VI (Bamberg) constantly ran across 
a aeries of German individuals who olalmed to be American 
intelligence agents* CIC at that time was under the Impression 
that they were our agents and therefore made whatever ij^o^ina^ 
fcion they picked up available to us* We wore able to maintain 
close liaison with CIO ahdj as a result# received conei****^ 1 * 
materi n\ which was at that time: forwarded to FBM by / 
r T Oermana were, found .to In possession of .typewritten'"* 
• s -or. the most comprehensive sort/. In \f actions ^ppf ^or 
oured by us contained -the' then existing complex 
USFBTi The German individuals who had posses 
• ESI* s were all ’ former Abwehr people* . Gome of.tbo ^gsjdti‘-V, v '/‘' ■ 
emplnyed^ere SS peraohnel with known ’WA^l >: v ' ' 
most oases# undesirable people* Reo rultlhg method^ then . 
employed were so loose that former German officers and noh- 
ooms were blindly being approached to work for American 
Intelligence :lh espionage activity directed against the USSR* . 

In the recruitment methods no attention was paid to the 
oharaoter of the recruits# security# political leanings or 
quality with the result that many of the . agents were blown 
almost immediately* Recruitment t&otloa included statements 
that were of a downright subversive nature# such as obligating 
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the potential agents with an oath of allegiance to a cause 
going over und above material advantage®* The recruiting 
methods indicated a highly nationaliatlo group of Oerman* 
who oould easily become the nuoleoue of serloue subversive 
activity against any oooupying power# At the same time, 
the distribution of operational supplies# money etc* was 
so loose and elaborate that the Influence on the black 
market certainly was considerable* since then FUST? activity 
has continuously come to our attention* The leading fig 
In th e operatio n have bee n named r epeatedly by such agents 

and They have expressed grave 

oonoertr~ttbout"tSe aeou rtty/of RUSTY* We have repeatedly run 
"Idroli new reoruits wnmpeolfioally asked whether or not the 
reoruitment had anyt lng to do with an organisation quite 
easily identified by us aa BUSTY* Such oandldatoa often 
stated that they would not be Interested In working for 
American intelligence if it had anything to do with this 
operation. At the arrest of Col* Finkert by the 

Russians# ©eased activity until they were 

assured that their operation had nothing to do with RUSTY* 



S* The general consensus is that RUSTY represents a 
tlghtly*knifc organisation of former German off loers* a good 
number' of which formerly belonged to the German general staff* 

Since they have an effective means of control over their ^ 
people through extensive funds# facilities# operational 
supplies etc., they are In a position to; provide safe haven 
for a good many undesirable elements from the standpoint of 
a future democratic Germany* Most of these officers are V, 
unable to find employment in the German economy &ad ; they dfe 
therefore able to maintain their former standard of living - 
without having to put up with theLpre sent difficult lea Of/., 
life in conquered Germany* Yfcey ; tfiSr likewise able ^ to iaain* - 
tdlh tiuilr ; soefal standing as foxier officers and to oohtlhhe * 
'their own Study in the military field and continue training 
along military linea* Tho oontrol of an extenilve intelli« 

' genoe net wakes it poesible for t^e’ ^edde^b - . 

■V, ..’otrjBff libers for -the' perpetuatidh of Oermon gener^ staff- 
activity# The organisation of. RUSTY makea it-poialble for 
.them' to continue a closely knit organisation oh oah be . 
expanded at will* These facts are known^ to leading Oerman 
^ p people who# in American support of ^thls organisation# see a 

with what r is announoed American policy towards a 
future Germany* There la every reason to believe- that 
theae facts will be used# not only in German Circles but also 
by other nations# to undermine confidence of the public in 
the sincerity of American policy* This has been expressed by 
people well known to us although suoh expressions have been 
of a Cautious nature for the time being* 



4* some of bur people have expressed the thought that 
this operation may have decided bearing and influence on future 
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Aaerloan Intelligence activity in Germany. since the whole 
operation 1* considered American sponsored, It la obviously 
believed to reflect the attitude of Aaer loan intelligence 
personnel. Highly desirable and reliable people would not 
wish to affiliate theaeelvea with lntelllgenoe operations 
as long as they are believed to mean oooperatlon with the 
type of people deaovlbed above. The latter are considered 
by many German to be nllltarletlc, nationalistic and at the 
bottom of Germany* s difficulties In the past. 





dating Chief, KOB 
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KKaCRAHDQH KQBt Lieutenant General S. J* flhrabnriLia 
Director of Xntolltgoneo 
General staff, 0* S. Arny 



Ibis MROXvndw is Witten Is tbs belief that tho infoioatlon 
herewith sat forth way be of uaa and interest to you. 




5fo ora la receipt of tho fold aging statement fran a realiaUe in- 
dividual residing in this eomrtryi 

“• • • a certain operation, tho details of wh ic h are 
not known, fcasacriy develop od oat of Oberursel tor 
Twelfth Jusy Group is now in danger of disintegrating 
waapletely sad its vulnafciLa rescarces lost ttftsso an 
effort is nmdo to pull it tceether." 



Sines this Agency has no operation which would fit this deeerip- 
tioa, as ssasud that it night refer to tho project in Coras nr known as 
"Boaty”. Shis belief tends to be substantiated hr the following letter 
which was recently received tgr Ur. Swwtel Howard, oat of oo r raprs- 
0axt&tt'nB in T rfw y frff md fha gffittlaafia fit cttfi tdoo tiff 

"Busty" operation at Oeasfal VandotiberE’a bohesti 

■Dear ttr» Bosaaxdi 9» are often apealdag stoat yen 
sad the tine you were with us. the maws were f re ^ mt 
flq ff pfl Ijjf & \ figy 
dflUrttiintilffi ■enaggnwnt. Xn spits of that oar fins dsvalcpo 
wary MU, and oar big boss told as just seas days ago 
that our lira baoana s wary important factor of the whola 
ocnoenw Bat ihsra era seas dngsroas points which have 
to bff haadlad ia tha rlgfri ms ? to paranratt J&axwuytag di** 
jcooitttatttfe i&d piriuBMi ‘i ■t r l im of oar ffoBsXcsnEHw* Ataomor 
Z xttffd jw piriotuil ftSfios n $ fy jT flri Mssvndns oertaia 
business questions if poeeihle sops. Dtesafuro 1 taka the 
opportunity 1 to invite you and to aak you to cone to us to 
M. For soon days as soon as you eon. Please give notice 
to aria shea yen will ease. Hoping to see you soon. 



i;'is-:s m«cy 




"3incsroly years, 

/o/ B. Gunner" 
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and to Bora ? SrttWlmd, 

rndWM wambtaOy written by General Ton Q*fclen f «ho la the amim r 

0«nan officer la tbs "Suaty" cpsretioa* Obrloualy, «r» Boeaard hag 
talwn no action la reqxmse to tho Invitation contained la the letter. 




R. H. HILLENKOETTER 

RE AR ATVI-AL. U 3N 
0 I RECTOR OF CENTRAL l HTc LL I GENCE 
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65. Chief of Station. Karlsruhe to Chief, FBM, “RUSTY,” 15 October 1948 
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DISPATCH NO.: 



CLASSIFICATION 



Chief, fforelgn Branch ®M fl ( 
Chief of Station, Karlsruhe 






subject: general — Operational 

. specific- aoszr. _ ■ ■ - C&rtMeQ 

.1* Prior to Hr.iHMKBi arrival , /I re view ed our/ complete BUSTY file 
an! discussed the problem "1 th nn^ We conclnded that 

for the time being, BUSTY has a future vith the Army, that it should 
bo penetrated or at least carefully watched and reported upon, And 
that ve should pay particular attention to its attempts to become 
the official German intelligen ce serv ic e. These aspects of the 
operation were broached to Hr. CBflttTupon his arrival, and"our Cl 

most recent reports, including Munich^ verbal report that BUSTY is 
making enormous headway In penetrating the German Land Governments, 
were brought to his attention. Mr. Instructed us to begin 

our penetration and observation work. 

2. During our discussion of B USTY/vltn colons J. Schov and General Walsh 
^^n^theeucceedi^^d^y^lfr^MlMWwas asked whether we were assist- 

TT- A ’ 1 ia their “sniping” atte mpt a r He 

^dcrrr answered that we certainly were not in that business. Mr. ^GRi8t-~ — " ^ 

explained the substance of a letter he had sent to General Chamberlain 
to the apparent relief of both Walsh and Schov. I asked how they 
considered HUSTT 1 a chances as a future German intelligence service. 

Walsh dodged the issue by saying that most of the boys wanted to live 
elsewhere in the world, whereas Schov admitted that if a German 
military establishment were ever permitted, BUSTY would make every 
attempt to associate itself with it. I pointed out that this might 
not be too easy politically, since BUSTY la widely known among 
! German p oliticians, many of idiom are adverse to it, and since the 

n t ^BBSHfevlll undoubtedly sponsor their own German Intelligence service - 

possibly something growing out of the present SPD Ost Bureau. 

3. Once again ve discussed the question of passing information to the 
Intelligence Division regarding security hazards or derogatory reports 
having to do vith BUSTY. It was agreed that all material of this 
nature would come to me and I would pass it to Oolonel Schov. I 



)r\ J^crT'd^rrl 
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believe that Hr. *i 0 h to Lava other Stations informed of this 

procedure; therefore, it is suggested that you bring this to his attention* 

£L ■— 3 

4. With these points in mind, I recommended to Mr.,^HVfc that ve consider 

making an arrangement with the Army whereby we. would again be permitted 
to study 'ETJSIT and on the basis of our findings, decide whether we should 
take it, or any part of it, over. Hr. ^HHBP-iuggested that I refer this 
to you in a memorandum, givin g ay r easons in detailTX He also told me to 
report our discussions to Hr.4BBft / JJ CL — ^ 

5. When Hr. and I vent up to ffrankfurt, ve were immediately confronted 

by General Walsh with the BUSTY problem. According to 'General Walsh,, the 

‘ bad news had finally come through, and he had "been ins tructed to cut t h e 
operation, preserving only those parts which had to doj vith the production 
of "order of battle" information. He appealed to for help and^HB 

agreed to^zSmance EtJSTY for a limited period of time, while our Organize 
tion examined those parts of it vhteh tha A-rmr cauid not afford to keep. . 

' ' Hr.tfOP stated that we would C- LU ( which ia in 

line with our thinking and which had been authorized by Mr. 
which neither Walsh nor Schow made any objection. Colonel Schov asked 
that Hr . ^®^D|app olnt someone to be In charge of BUSTY and Hr.' 
turned him dovnA-- C 3 



J3 



-CL 

CL. ^2 



6. The discussion of BUSTY was not carried beyond this point. I gather that 

3 intends to think the matter over in Washington, to consult with 

the Staff there, and to direct any further moves. I have advised the 
Munich Station to assemble materials on BUSTY from overt and easily acces- 
sible sources, but will await word from you before negotiating further 
with the Army. 

7. In view of the size of tf the problem, I recommend that our Munich Base be 

instructed to the examination of BUSTY on the ground, that one 

GIS specialist and one HIS specialist, at least, be put on TBY to Munich 
to assist in the examination, and that the results of the examination be 
cxiasiii6& here in Germany with responsible Washington officials participat- 
ing. It is too early to discuss or plan the means of control to be exer- 
cised over those parts of BUST! which ve might wish to acquire. 
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66. Cable, SO to Karlsruhe, 27 October 1 948 



TO GERMANY ONLY 

OUTGOING CLASSIFIED MESSAGE 

CENTRAL INTELLIGENCE AGENCY 



SECRET 



t'48 GOT 23 14 . 50 P**s-No. 



KARLSRUHE 



SPECIAL OPERATIONS 



ROUTINE 
27 OCT 1$ 



Confirmation : COPS (1 ) 
Information: .A0SO- (2—3 ) 



Paraphrase Not Required. Handle <u SECRET Correspondence per Pars. SI (i) 60 A AR-380-S 



C- ^ m'// 

TO: KARL (^BBBBBBBBBO 



CITE: WASHA (FROM 



1. RUSTV PROBLEM CONSIDERED HERE IMMEDIATELY UPON MY RETURN. _ 
AFTER DISCUSSION VI I TH INTERESTED STAFF OFFICERS INCLUDING mmm c ~ 
emu WHO CONDUCTED INVESTIGATION TOO YEARS AGO, IT DECIDED THAT RUSTY 
SHOULD OE REEXAMINED ALONG SAME LINES AS UNDERTAKEN 1 1 <11111^ . Ill r 
OROER TO ESTABLISH A.) IT®' CURRENT ORDER OF BATTLE’ IN DETAIL INCLUDING 
OPERATIONS IN •COUNT R I ES oOTSIDE GERMANY, B) 'WHAT PARTS THEREOF 
(1) SHOULD BE CL 23 , (2) WOULD BE OF ; IIJJEDI ATE INTEREST TO 

THIS ORGANIZATION, (3) SHOULD DE LEFT WITH ARMY, (1^) SHOULD EE 
LIQUIDATED. SINCE JOB SHqULD BE COMPLETED AS QUICKLY AS POSSIBLE, 
INVESTIGATOR SHOULD START WITH COLONEL SCHOW AND GO DOWN LINE 
EXACTING MAXIMUM INFORMATION FROM ARMY AND GERMAN CHIEFS ALIKE. 
PROBLEMS OF CONTENT SHOULD BE REFERRED TO. WASHINGTON RATHER THAN 
ATTEMPTING .TO ASSIGN SPECIALISTS FROM HERE TO FIELD .TO HANDLE 

SPECIFIC PROBLEMS ■ i- . i ,. 

e<d • •• ;; ; .. .!< • 

assign<®BB> :as chief investigator.' Hf he needs help from 

linn III I Hill 1 mill lllllBBIfc SHOULD BE MADE AVAILABLE TO HIM. 

~f£ ARE FORW ARD mO BMBP REPORT AND OTHER RUSTY DOCUMENTS AT ONCE. 

These otrnoTDATE but can be used as basis for new investigation. 

WILL EXPECT PRELIMINARY REPORT VI I THIN. ONE MONTH FROM START OF 
INVESTIGATION WITH INDICATION HOW MUCH MORE WILL NEED TO BE DONE TO 
COMPLETE INVESTIGATION IN GERMANY. YOU WILL BE KEPT INFORMED RESULTS 
ANY FINDINGS HERE ON ASPECT OF .OPERATION OUTSIDE GERMANY. SENSE OF 
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THIS INITIAL REPORT SHOULD BE CABLED HERE SO THAT IT CAN THEN BE 
DECIDED HOW. -TO PROCEED. 

3. CABLE WILL BE SENT FR0M«B»T0 GENERAL HALL TO CONFIRM 
YOUR AUTHORITY TO BEGIN INVESTIGATION. THIS CABLE INSTRUCTS YOU TO 
CALL UPON GENERAL HALL AND REQUESTS HIM TO LEND YOU EVERY AS SISTA NCE 
IN YOUR MISSION. FINDINGS ARE TO GE REPORTED THROUGH ME TO tfB*. 

C_ 





■ 





DONALD H* GALLOWAY ODD R. HELMS 

TOD: 2205Z 27 OCT 1$ ^ 
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67. [Helms] to COS, Karlsruhe, “RUSTY,” 2 November 1 948 
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DATE: 



/-^Wci /«<? /*?■ 

fajA-s/f ^*13 BEPsaisacBi 



FR°M : . ou#j> 9f 

SUBJECT: <5^ 

SPECIFIC- 



194a 



RBSTX 



C- 



I* Aj y aid to the riMtiiw Won of 
hereiSl&ttflnHBHflBI report which 
ftp* A* you know so *o4ion woo takan 
report* Alio with a two ye«r 
oansot on th* bawls of that re 
Motions of the operation wedld W 
tho responsibility for 
made* Arrival it 
neither personnel 
Tour guide Will 
sights sot teeardN 
of RH8TT in taJ»u 
you* 'There Is proh 
witch eivrd«nreloj»ea 



is forwarded 
his lave situation two jears 
kttm contained u that 
thi^iXv^fUgitlon was pads * we 
oiflo riMtiwnsarlstlotts is to which 
ith intoresVte us* do worths Is es, 

«d decisions will hits to be 
of Necessity be sowswhit aoTtitargry tlaos 
fwXlsagthy* meticulous iareetigationa. 
y ^tertst in strategic intelllganae with . 

fis# thi fist that whatever ports 
*18*8*4 by personnel now isiUiblc to 
promote such is the on* created to maintain 
of mathematics andphyiios* 



c~ 



.3 



H/if 



£• fihrsn after theNe^omou* tosh is completed of deciding which operations 
wo wist, which should ho left to the Army# am d which should bo liquidated, there 
still remains wb*t appears tho SuMit difficult job oaf' mill 'the-.-ietaal transfer 
ond liquidation* nth ea organisation is olossly^knit and ns mtloanllstio ns 
tills one, coup lots liquidation is higily improbable* Xeaetitelesa, centre! of 
operating funds will owrt a certain mount of pressure on tho top echelon German 
Uftdsrs* 

9* Another factor which should bo kept in mind is the conflict between 
personalities whieh exists within the organisation* Strife his been present “ 
between jBSP H sad QgHLg*, end proba bly still exists if BABlf his not boon removed* 

BAOH is tho more dangerous personality with 
Ho his exerelced complete personal control over his subordinates 



In tho opi 
which to deal* 

and utilises every available noins to maintain this control* 



RELEASING OFFICER 
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^ 4. A ttached also are charts IH and IT whioh *ge dosoribed la Saatloa XI 
report* Operations during the pact two yaara ahould indicate what 
suooesa the organization has aohieved along the linos of Chart III, whioh 
shows n tha potantlalitias of tha organization in what is tarmad 'Reoonnais&noe 
in Depth', long ranga possibilities" « 






5. Also forwarded is a Q-2 report, dated 1946, on the background and 
activities of subject personnel be fora and after the operation was initiated* 
This report furnishes information only on top level personnel, and it will be 
necessary for the investigator to visit organisation leaders at Iheir field 
establishments or resldenturaa in order to obtain information from the opera- 
tional records of the organisation* Undoubtedly some of these leaders will 
refuse to divulge the identities of those in the lower echelons, in whioh 
oases £Z is probably the only solution* Heedless to say, the more 

detailed the personnel information, the not ;• easily will ) 

be accompli shed* • ^ 

6* At this point weaousV^nJoot a note of warning to the investigator* 
Although not revealed by g a ffiffife a during his investigation, his true identity 
and London address became known to QEHLKff, 




7* We fully realise the size of subject organization and the magnitude 
of the task of investigation and shall endeavor to furnish you every asslstanoe* 
It is hoped that forthcoming discussions here with Lt«Col* DBASE will be 
fruitful* 





2 - 0-2 Report 



5 - Chart HI 
r 4 - Chart IT 



Report 
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68. [_J to COS, Karlsruhe, “RUSTY,” 18 November 1948 
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DATE: 
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</?£? 

r BEFBHBlCBt 



RTJan 



U1SIK.L 

specific- CLA 5 S/F 1 CA 7 IC*! 

CacSElIgi 

_ ' - Changed is. 

I c, i 

l*t A* indicated la referenced a jjMac qJrslon was he ld rana gtlr 1 

it* Col* ISAS with a view toward dabriafSg “ ' 1 

operation* DSH left Qernwgr la XatalWhndS^M nSThfan ooimeetad with the 
operation alas* that Haw. y o rt h o gab reTfr* ktat^thtt'*ha haw been trying to 
for gat the whole thing*, and mNafc&n io rhoall dataila* Salient point* 

dlaouased were preeented h r^rewM chbif , nd adOdtimua information follow** 




a*. Eosir 
Earlan&a, with 
SOOSi larlaroha ^ 
berg under VkUMSSL 
headquarters are *1 
other* Although 
the argndtAtin who 
all on the district 





la Frankfort* Haniohand 
tab wader HhtlBa* at SeaUngan voider 
>A*cfcaffeBbttrg ander ffiBSSW Sal** 

‘ ThaevatiOaUy thadiitrlct . 
all diatrirtleadara are tasawnto *ach 
*Ute the nnaber of indiridnala within 
at goa* on* he fool* tide knowledge is oesasoa to 
and above* - 



A 






:i f 



K SOOSi * Latvian, la ooaaldarad to be one of the noat efflolan t nan In 
the organisation* Ha and hia eubordiaatoa, who are apparently well-*tr*inad, were 
awoea of; little trouble* Hia field He* la the penetration ef tba Baltic 
countrla* threap tha Sevsaa and Poland* fiapartedly hewa* *uit« auooeaafwl 
particularly la reporting on tha Soviet tone of Oenaaay* ' > / 

yr jzr^r 

4* B2BZZWS& la ana of tha few operation* ohiefa w ho/cturiag tha war waa 
nUtioaed on the pattern front* Ha olaiaa autre* to throng 

a br other living la tha — — con* f and also r eceives infomat ion on the BMBtP 
CBI through Otte WAflBKft 6 DKLX03* According toMBHHBHfe BHH21MSI it in 
tha wiaa bualaeae and utaa it aa a cover in contacting his infornaate* ISrtlngl r-*‘ f" 
are not hald with than in Xarlarohe* - 1 ' ■*- — - 

In tha German police* 



Sorting* 

BSKUOSa if alao a aid to have eonaaotiona 
&** aw are- of BBSZHB ga»a aotlritiea, alnoa 
he too haa beoone involved with Otto KISSES. ^ < 391 */ 
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6. Herbert ron MALLHEH (reportedly an alia*). Head of the Austrian branch 
who maintains headquarters at Gea&nden as well as Sa lzburg, h as previously oome 
to our attention in Vienna. He was last reported in tflil ppp of 26 February 
194$ as handling a group of Rumanians in Austria. /+?5 £ A 



) 



6. As for BAUH, DEAR stated that he was long ago detected as a dangerous 
individual, engaged In setting up his own organisation and planning to leave 
Germany. The clamps were put on him and he was removed as a director of opera- 
tions and plaoed in a mountain retreat near Oberursel where he was retained as 
an adviser. However, even there he continued to keep in contact with his followers 
through his wife and son. Ho one actually ever replaced BAUH. Yon GSHLEH more 
or less oarr led on the direction of operations. Uhile in Europe last summer, 

DEAR heard that BAUH was going to the Rear East, probably to Cairo to work with 
General DRO* . . 



7. DRO, whose true name is TTostamad O AHAIAH, /has come to the attention 
of this orgsnisation in the Rear East. In a report of 1946 on one 

SCHULER, GAHAXAH was reported as a oontaot of Ast Bucharest, who was: turned 
over t o BAPH during the war. At that* time his task was to carry put Intelligence 
Activities In Russia with the help of the Armenian Freedom Organisation DEAR 
met GAHAIAH through BAJgR, and took the former to Rome where he was plaoed on a 
plane for Cairo. Thelntention at that time was for GAHAIAH to solicit the aid 
of the Armenians who were holding a world meeting in Cairo. DEAR had also sent 
& nan from Paris to Beirut to organise Armenians and GAHAIAB was to visit this 
Individual in Lebanon. Later it was decided that instead of returning to 
Germany, OAHAIAH should remain in the Rear East and attempt to penetrate the 
USSR with the help of dissatisfied tribes east of the Caucasus. There were no 
results from this operation prior to DEAR 1 a departure from Germany in 1947 , but 
he has heard that GAHATAH Is doing quite well. Reportedly he is in oammunloations 
with the RUSTT head in Hunt oh but the exact channels are not known. Shis Armenian 
group in the Rear Eastjdoes have some sort of oesunmloatiens with persons in 
Boston and thence to/o ne MARKED IAR. In San Fraaoieoo. The latter is a friend of 
DEAR and according to contribu tor of large sums to Armenian 

emigre aotiritios. ,J3 



ScOYSS " 
S *Of*S> 






,5i*v^S 



0. Of extras* interest to us. was DEAR'S statement that an official tie-up 

wi-uT"tho'Hft?gSR poll oe exists. At /Se* time BAUH was quite friendly with some head 
In prpbab^P the cantonal police, but the oontaot as it exists now probably 
results from ron GSRLER's contacts. As a result of this liaison RUST! passes 
ccrtai^"tv5^~b^^ bn~to^Ehe who in turn aid in border crossing, 

issuanoe ef visas, eto. He shall of course be most interested in learning 
further details which Captain Brio WAIDU&R probably can supply. Attem ptin g to ( 

up with an answer o n thi s Swiss sngle, it has been suggested 

m ay be the RUSTY link. 

is oloael^linkedTwitfi^ — 
through bis sooretar; 






__ r, a former 

has held a high po sition in the 
i and 



Q/jlc/eS 




s &cnJ v&'yi /a e >i 



■ HMBMhas bee n on the fri nge of the intelligence 
a knoro to the I 
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__SL*_A tlt-ln with m ight also exist inJB Bp through the^pflp 

. JflE repre ss ntativ e la vBR PHA5 only knows that a 

wlthiMp^doo a exist and -that the RUSTY p eogla ware oonai darin g that _ v y. 
^cjwntry^ai a plaoe of refuge, Th e invitati ons tos^Jpl'extended to Frau J 

UAHARIS and others as reported in 4BMM may alto be involved In this com- 
plex* 

10* The MIM contact reported in referenced cable apparently originated 
with Ton GEHLSN 1 a brother in Rome who has lired in Italy for many years, is a 
banker by profession, and hag many friends in religi ous cir cles* through 
development of this oontaot RUSTY is said to re oeiT*tfB|Bp intelligence reports* 

11* According to BEAU, RUSTY has been concentrating on reconnaissance in 
the Soviet gone of Germany and has not had. maoh suooess with Eastern . operations* 

The same has been true in its dealings with emigres who have been sources of 
much trouble* Qontaot man with the Ukrainians is one GGHLI, who is subordinate 
to HALTER, and maintains headquarters at Starnberger See* 

12* The estate at Starnberger See, which is a livestock fam, also houses 
an intellectual group, which prepares studies en the USSR but which else proved 
unsuccessful* This group is made up of specialists formerly associated with the 
Ostainirteriua, and includes former professors cf geo graphy.. topography, carto- 
graphy, philologists and l in gu i sts* It is a suspect group with probable strong 
Sail records* "" 

15, Another group which will probably require delicate j^^ dlj^g^^ring p- 

Investigation is the cryptograph! a unit, located at Oberursel* 

during hit investigation, only happened upon it by >ohanoe* It operate a appar ont- 
ly under the oo gni sane o but not the jurisdiction of ASA. told by ASA. 

not te snoop around this unit and that his advico was * notv ^eeded'J^^-r £ J 

. 14. RUSTY had also maintained a cover J-pay unit which was used to Interro- 
gate returning prisoners of war, when they received physical examinations, this 
unit, apparently encountered difficulties with a group from BGIC* According to 

It had been; planned to integrate . this unit with a group at the University 
Of Marburg, and the director, ef the university had approved this oover* However, 

It is tmknown whether this project develeped further* 

16* The last miscellaneous bits concern two Individuals considered to be 
efficient men* One is BADR * a former assistant, one' DUEHTER (an alias), who oan 
be further identified only by the fact that the small and ring fingers ef his 
right hand are maimed* The other Is one ROTH, head of a plastios firm in Ham- 
burg, whose industry provides oover and who contribute a funds toward the. support 
of the operation* 

16. Much of the inf ormation provided above is- quite sketohy but we hope 

it may be of some aid investigation. 
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69. Chief, MOB [Critchfield] to Chief, FBM, “Bi-Weekly Letter,” 
(excerpts), 4 December 1948 
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' 4 Decenber 1948 



1* The HtJSTT investigation begun 18 Wovenber has progressed 
satisfactorily* . The form of the investigation during the first two 
weeks was somewhat determined by the fact that PP« a red at 

the 7821 Composite Group as the assistant to Colonel Charles V* 
Bromley, DA Intelligence Division Staff Officer sent on a special 
mission to Germany to investigate the operation* Colonel Bromley 
returned to Frankfurt 2 December euroute to Washington. From my 
point of view this arrangement proved highly advantageous* Colonel 
Bromley appeared to be a practical and/ thorough investigator end 
considering the limited amount of time he was able to spend here,' 
departed surprisingly conversant with the scope and character, of 
the operation. Because of the fact that Colonel Bromley has, by his 
own statement, no background in intelligence work and because his 
time was io limited, his report will be somewhat inconclusive on 
operational details* 



2 i Prior to our arrival at the 7821 Composite Group both 
the American and German Staffs had been advised by General Walsh - 
that an investigation by representatives of the DA Intelligence . 
Division, and CIA could be expected in the near future* Within, an : 
hour after our arrival at the 7821 Composite Group Baadquarterr^pne 
of the /top German staff off leers asked, "And how is Sam Bossard,T;V 
Of course you know hia^coming from the same outfit" * It Is obvious 
that at least the top Germans have participated, during the last 
twbYataL three years, in numerous conversations with high level Army 
intelligence personalities on many of the problems of our national 
intelligence framework. In spite of' these items I do hot feel that 
therejexists at this point any treat security problem* ' 

// 3# Colonel "HJSTT" (nickname for 25 years) PHILP8, former 
CO e|vBCIC. at Oberursel has taken command of the 7821 Composite: > • 

Or<yupi Our first impressions are that the Army has put the right 
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nan In the right Job* His cooperation thus far leaves nothing to 
be desired. In general, the same can be said of the German staff. 

• • t 

.4. From the' start we have adopted the hard and fast rule 
of keeping our functions at the 'Base, and those at the 7821 Compo- 
site Group completely separate* Obviously there Is a great tempta- 
tion to utilize our accessibility to BUSTY files to answer the 
questions stemming from our always present operational conflicts 
- with BUSTY. Such tactics on our part would certainly be recognized 
$md nothing oould damage our relationship with the German and -the 
US Staffs more decisively* 

^ g 

_ 5« In compliance with a request -to f ros’ 

C | ||g8gi the adminis trative staf f_Qf J3» v Base has been increased by 

the assignment of qflBIIHEBSHRl during the past two seeks* 

This request was based /on three considerations: 

. cx ^3 ^ ^ 

a. the staff of mob prior to the arrival of AHBBBBfe and 
the initiation of the BUSTY investigation was barely able to keep 
abrest of administrative matters; 

' b. the desirability of laying the administrative groundwork 

for any possible increase in' the size or activity of the Base with 
respect to USSB operations or the ultimate disposition of BUSTY; and, 

c. the hope , that each of the two administra tive officers 
will, after discharging his administrative functions, have some, time 
available for duties which will give him training in operational 
duties and give me the opportunity to assess his potentialities as 
a, future case officer* 
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TO: KARL 



CITE: WASHA (FROM 






: • NEED IMMEDIATELY BRIEF CABLED SUW&IARY FINDINGS TO DATE ON 

.RUSTY-. REALIZE YOU PLANNING TO REPORT AROUND 18 DECEMBER BUT 
DEVELOPMENT HERE NECESSITATES THIS EARLIER INTERIM STATEMENT 
FROM YOU. 



• D. H. GALLOWAY 

RELEASING officer 
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id 



1. REF Y CUR DIRECTIVE IYE REVIEW RUSTY TC DETERMINE Y.HaVs 

(novo vDATcr j to se • 

A. £L J ' 

I . ' • t ' 

8. OF INTEREST ' 

*• C. LEFT TO ARMY / ' . . 

0/ LIQUIDATED • . ' • • ' .... 

V.‘E FIND CLOSELY INTEGRATED SERVICE NOT SUSCEPTIBLE DIVISION AND 
SEPARATE SPONSORSHIP VARIOUS PARTS. GERMAN ORGAN IZAT I ON. HEADED BY • 

• GEKLEN INCLUDES SECTIONS FOR COLLECT IQN,. - EVALUAT I GI'J AND COLLATION, ’ 
REPORT PRODUCTION, PRESS REVIEW, TACTICAL SIGNAL INTELLIGENCE AND 
. ...CRYPTANALYSIS, COMMUNICATIONS, COVER „ND DOCUMENTATION AND OPERATIONAL 
!—£.-» *-AND'WWT£R-NAL SECURITY. • ' • 

. 2. U. 3. -GERMAN RELATIONSHIP IS CONTRACTUAL Jf I TH U.S. ELEMENT ' 

PROVIDING LOG TSTTG4L SUPPORT AND FRONTING FOR GERMANS IN PROVIDING 
SUPPORT FACILITIES AND COVER IN WESTERN ZONES. CURRENTLY OPERATION 

M RECEIVES £125,000 MONTHLY PLUS SUPPORT FROM AIRFORCE SUPPLY AND 
GERMAN ECCNOMY.''- U,S. INFLUENCE IN OPERATIONAL MATTERS PRIMARILY 
IN .FORM OF CONTROL OF 'PURSE STRING AND.'FURNISH ING* E.E. I . WHICH 
GERMANS ATTEMPT - TO ANSWER. NO EVIDENCE AT THIS TIME THAT OPERAT IONS 
ARE piRECTED TO MEET ANY INTELLIGENCE REQUIREMENTS NOT LAID DOWN BY 
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U.S. EL0JENT. PPERAT IONAL PROCEDURES AND TECHNIQUES NOT; BEING STRESSED 
ADHERE GENERALLY TO '//ELL. ESTABL ISHED PRINCIPLES FOR SOUND INTELLIGENCE 
OPERATIONS* GEHLEN ADMITS THAT- PRESSURE FOR - IMMEDIATE PRODUCTION 
IN 46 ANO 47 NECESSITATED VIOLATING MOST RULES AND HOPES THOSE 
DAYS ARE BEHIND. • > , 

3. CONVICTION THAT TIME OF NATIONALISM 13 PAST AND ONLY HOPE 
LIES IN WESTERN EUROPEAN' AND ATLANTIC UN I Of. CONCEPT APPEARS TO BE 
SINCERE MOTIVATION WITH GEHLEN WHO MAKES IDEOLOGICAL INCCCTR INATION 
A VITAL ELEMENT OF TRAINING HIS ORGAN! ZAT I CN. SUCCESS THIS IN- 
DOCTRINATION CANNOT OE JUDGED. OTHERWISE, RUSTY CAN DE SAID TO 
SUBSCRIBE TC TRADITIONAL CONSERVATIVE POSITION OF GENERAL STAFF 
CORPS AND ASWEKR. RUSTY APr EARS TO REE. A IN ALOOF FROM POLITICAL 
ACTIVITY BUT SUBSCRIBES TO FEDERALIST CONCEPT FOR- WESTERN GERMAN 
STATE. 

4- GEHLEN MOST IMPRESSIVE MEMBER OF ;l!JSTY STAFF AND IN OUR 
OPINION DOMINATES ORGANIZATION. EASING BALM OUT CF POSITION AS 
HEAD OF COLLECTION. EFFORT „ YEAR AGO AND PUTTING HIM ON ICE HAS 
BEEN GEHLEN >S NUMBER ONE PERSONNEL PROBLEM CUT SEEMS TO HAVE BEEN 
SOLVED CHILE STILL SALVAGING BAUM'S SERVICES AND 30 YEARS EXPERIENCE 
WITH USSR. BAUN NOW ENGAGED IN STRATEGIC PLANNING MIDDLE EAST 
AREA AMD WILL SOON LEAVE FOR TEHERAN. 

5. RUSTY HAS EEEN ESSENTIALLY A TACTICAL OPERATION WITH MA IN 
EFFORT IN EASTERN GERMANY AND WITH LINES INTO POLAND, CZECHOSLOVAK IA 
AND BALKANS. ARMY AT WASH ANO EUCOM LEVEL HA. I BEEN RELUCTANT TO 
GIVE POLICY DIRECTIVES TO OPERATION AND EXCEP" FOR BROAD PICTURE 
WHICH CCULC GE DRAWN FROM EE I GEHLEN HAS RELIED CHIEFLY ON 
FRAGMENTARY AND DESULTORY INSTRUCTIONS OBTAINED IN CONVERSATIONS 
WITH EUCCM AND WASH INTELLIGENCE DIVISION OFFIVERS VISITING PROJECT. 
THESE SOMETIMES CONFLICTING A NB MOT CQNS I STENT WITH LOGISTICAL AND 
■'BOTHER SUPPORT FORTHCOMING FROM EUCCM. 



6. AIRFORCES GREATEST INTEREST IN RUSTY 
MONITORING, QF-ING AND CRYPTOANALYZING SOVIET 
WHICH IS ONLY SOURCE OF T.IMELY INFO ON SOVIET 
IN CENTRAL EUROPE. 



I.; IN RESULTS OF RUSTY 
A IVFOROE RADIO TRAFFIC 
TACTICAL AIR ACTIVITY 



7. RUSTY HAS WELL DEVELOPED POSSIBILITIES FOR STRATEGIC OPERATIONS 
AGAINST USSR THROUGH THE BALTIC AND THE MIDDLE E/ST. WORK THIS 
FIELD HAS PROGRESSED TO POINT REACTIVATING ABVHEHf SOURCES, EXAMINING 
RESISTANCE GROUP POTENTIAL, AND PLACING SOME NEW DEEP-COVER PERSONNEL 
IN APPROACH AREAS. ARMY LIMITED IN SUPPORT BY INABILITY EMPLOY UA 
SYSTEM, SMALL POTENTIAL EUCOM, USFA, TRUST IN RENDERING OPCR/.T IONAL 
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SUPPORT , AND ALSCJ BY SEVERE LIMITATIONS FUNDS ALLOCATED STRATEGIC. 
i PROJECTS. IN ADO IT tON WORK DONE, RUSTY HAS WIDE RANGE OPERATIONAL 
• * SUGGESTIONS' WHICH SUSCEPTIBLE TO DEVELOPMENT ON PROJECT BASIS, 

AIRFORCE HAS FURTHER SUGGESTED THAT RUSTY LOOK INTO POSSIBILITIES 

OF DEVELOPING AIR CREW EVACUATION AND ESCAPE ROUTES OUT OF USSR, 

• ; . • % 

8. THE COVER AND LEGALIZATION OF RUSTY FACILITIES AND - 
PERSONNEL IN THE WESTERN ZONES WILL BECOME AN INCREASING PROBLEM 

IN NEAR FUTURE, AS U.S. PARTICIPATION IN LOCAL GERMAN GOVERNMENTAL 
AFFAIRS DECREASES GERMANS IN RUSTY WILL HAVE TC DEAL .WITH LOCAL 
GERMAN OFFICIALS WITHOUT BENEFIT OF THE U.S. MIDDLEMAN. COIWUERC I AL 
OR GOVERNMENTAL AGENCY COVER WILL THEN BE ESSENTIAL. THE FORMER 
WOULD BE FAR MORE EXPENS IVE .BUT THE LATTER WOULD OFFER A MORE 
0 IF FICULT POLITICAL PROBLEM. PROBABLY THE BEST SOLUTION IS' IN A 
COMBINATION OF THE TWO, THIS IS BELIEVED TO BE REAL CRUX OF THE 
RUSTY PROBLEM. ‘ . ' 

9, RUSTY HAS COMPLETED DETAILED EMERGENCY PLAN TO BE IMPLEMENTED 
IN EVENT OF WAR. PLAN INVOLVES POSSIBLE EVACUATI ON ‘OF HEADQUARTERS 

II TO SWITZERLAND AND THEN TO SPAIN. COORDINATION ON UNOFFICIAL LEVEL 
II KITH SYJISS, SPANISH AND FRENCH HAS BEEN CCNE. ' CONTINUATION OF 

COLLECTION EFFORT AND RADIO COPA'UMICAT I CMS FROM EASTERN AND WESTERN 
GERMANY PART OF PLAN. PLAN INTEGRATED WITH EUCOM EMERGENCY PLAN. 

10,. .WHILE RUSTY MOV/ HAS EASTERN GERMANY ADEQUATELY COVERED WITH 
600 AGENTS, AIM IS TO RAISE LEVEL OF PENETRATION OF ALL FACETS 
OF SOVIET AND COMMUNIST ACTIVITY IN SOVIET ZONE ANO CONCURRENTLY 
TRIM SIZE OF OPERA T IONS* IN GENERAL OPERATIONS IN THE- BALKANS 
lV WILL BE REDUCED WITH PRIORITY GIVEN TC POUND, CZECHOSLOVAKIA 
M „ND WESTERN USSR, AND WITH AN. ADD IT IONA L ATTEMPT BEING MADE TO 
. . rt ESTABLISH COVERAGE - OF STRATEGICALLY CRITICAL POINTS WITH RADIO 
COMMUNICATIONS. THESE. PUNS WERE BASED ON A3SUMPT I ON THAT THE 
PRESENT LEVEL OF SUPPORT WILL CONTINUE, STRATEGIC OPERATIONS IN 
J BALTIC AND MIDDLE EAST AND- SATELLITES, CANNOT BE EXTENDED WIJHOUT 
FURTHER SUPPORT, 7 

- IT: WHILE GERMAN ELEMENT HAS MADE FULL UTILIZATION OF 

FUNDS AND U.S, DELEGATED AUTHORITY TO EXPAND THEIR INTELLIGENCE 
ACTIVITIES IT. CQES NOT APPEAR THAT THEY HAVE "GONE INOEPEN0ENT". 

ARMY PRESSURE TO PRODUCE INTELLIGENCE JN WIDELY DIVERSE FIELDS 
AND GEOGRAPHIC LOCATIONS HAS STIMULATED UNPLANNED AND UNCONTROLLED ' 
GROY/TH. SIZE AND SCOPE OF PRESENT ORGANIZATION, CURRENT. POLITICAL 
DEVELOPMENTS IN GERMANY AND - NUMBER Of U.S. AGENCIES OTHER THAN 
<>RMY HAVING VALID INTEREST IN FUTURE t)F RUSTY MAKE IT H I GHLY 
ADVISABLE THAT U.S. POLICY SE DETERMINED CN HIGHEST LEVEL POSSIBLE 
V I I FURTHER DELAY. 

12, CIA, ARMY, AIRFORCE, NAVY AND POSSIBLY STATE ALL APPEAR 
TO HAVE INTEREST AT NATICNALv(COL BROMLEY HOWEVER,’ INFORMED 
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Considers ( j inadvisable to bring state in at present 

EVEN ON CASH LEVEL). IN EUROPE THE EUROPEAN COMMANDER, HIS ARMY, 

A tRFORCE AND NAVY COMMANDERS WITH TACTICAL RESPONSIBILITIES 
, ALL HAVE VITAL INTEREST IN MUCH OF RUSTY PRODUCTION. CIA 
A\ REPRESENTATION HAS INTEREST IN PRODUCTION AND PARTICULARLY IN . 

/ \\ RUSTY STRATEGIC OPERATIONAL ACTIVITIES OUTSIDE OF GERMANY AND IN 
"FUTURE G IS IMPLICATIONS. UNDER PRESENT CONDITIONS OPERATION 
BY OCCUPATION FORCE OF THE 7021 COMPOSITE GROUP TO PROVIDE COVER 
> AND LOGISTICAL SUPPORT FOR THE. OPERATION 13 NECESSARY* 



13. FACTS LEARNED IN LESS THAN A MONTH OF OBSERVING RUSTY 
ARE CERTAINLY NOT CONCLUSIVE, HOWEVER , IT IS CLEARLY APPARENT 
THAT MANY OF PROBLEMS FACING RUSTY STEM FROM BASICALLY UNSOUND 
ORGANIZATION. AND INADEQUATE STAFFING' ON THE U.S. SIDE, U.S. 

SIDE SHOULD BE REORGANIZED AND FOLLOWING REORGANIZATION AT LEAST 
A PERIOD OF ONE YEAR 'SHOULD BE CONSIDERED AS A TIME OF FURTHER 
TESTING AND REMOLDING IN WHICH RUSTY ACTIVITIES CAN BE COORDINATED 
WITH OUR BROADER NATIONAL INTELLIGENCE EFFORT. DURING THIS PERIOD 
THE PROBLEM OF RELATIONSHIP BETWEEN RUSTY AMO WESTERN GERMAN 
.GOVERNMENT AND WHOLE PROBLEM OF COVER FOR THE OPERATI ON SHOULD BE 
CONSTANTLY REVIEWED AS PATTERN OF THE WESTERN GERMAN STATE DEVELOPS. 






lit. ANY DECISION TO WITHDRAW A MAJOR PART OR ALL SUPPORT OF 
RUSTY WITHOUT TAPERING OFF PERIOD WOULD CERTAINLY EFFECT POSITION OF 
,11 U.S, INTELLIGENCE VIS-A-VIS FUTURE GERMAN INTELLIGENCE SERVICE 
< U WHICH WILL INEVITABLY MATERIALIZE REGARDLESS DECISION ON -RUSTY AT 
" THIS TIME, " IN FINAL ANALYSIS RUSTY IS REESTABLISHED G IS SPONSORED 
BY THE PRESENT DE FACTO NATIONAL GOVERNMENT' OF GERMANY (IE MILITARY 
OCCUPATIONAL FORCES). BECAUSE THE lj.000 GERMANS WHOf COMPROMISE 
RUSTY CONSTITUTE. GOING CONCERN IN INTELLIGENCE FIELD IT APPEARS 
HIGHLY PROBABLE THAT RUSTY WILL EMERGE AS STRONG INFLUENCE 
IF NOT OOMfNANT IN A NEW GIS. ANOTHER FACTOR IS. THAT RUSTY HAS 
CLOSEST TIES WITH GERMAN GENERAL STAFF OFFICERS THROUGHOUT GERMANY. 

-rA IF GERMANY WILL, IN ANY EVENTUALITY, PLAY ANY ROLE UN A WESTERN 
EUROPEftH trWVTtON ' CAnDLCD “ BCtNO OERV I OCD) ALLIANCE TftlS FACTOR 
IMPORTANT. ISSUE THEN' APPEARS TO BE WHETHER IT ADVISABLE FOh. U.S. 

‘ ;c(MPLETELY TO RELINQUISH CONTROL OF a RESURGENT ABWEHR AND.NUCLEUS 
OF GENERAL STAFF WHICH HAS FOR THREE YEARS BEEN NURTURED BY THE • 

. U.S. --OCCUPATIONAL FORCES. FROM INTELLIGENCE VIEWPOINT SEEMS DESIRABLE 
_ THAT WE CUT IN ON RUSTY AT POINT WHERE WE CAN CONTROL ALL CONTACTS. 
y* AND OPERATIONAL DEVELOPMENTS OUTSIDE OF GERMAN TERRITORY. 
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15. THIS IS DOM I NANT' THOUGHT .INFLUENCING RECOMMENDATIONS 
WHICH FOLLOW: 

A. THAT FORM OF INVESTIGATION WHICH BEGAN THIRTY 
J / DAYS AGO BE MODIFIED AT THIS POINT BY DESIGNATING INVESTIGATOR 

AS TEMPORARY LIAISON OFFICER TO COM. AND ING. OFFICER 7021 COMPOSITE 
GROUP FOR- CONCENTRATION AS FOLLOWING; 

1 ) PROVIDE DIRECT CHANNEL 10 CIA FOR CONSIDERATION 
J ON PROJECT BASIS OF STRATEGIC OPERATIONS NOW IN DEVELOPMENTAL 
STAGE. 



2) PROVIDE 7821 COMPOSITE GROUP COMMANDERS WITH 
j ADVISOR CM INTELLIGENCE PROBLEMS WHICH TRANSCEND BOUNDARIES OF 
GERMANY. 



3) PROVIDE CHANNEL BETWEEN CIA MISSION GERMANY AND 
7C21 COMPOSITE GROUP TO REDUCE EXISTING CONFLICTS AND UNDESIRABLE 
' J DUPLICATION OF U.S. INTELLIGENCE EFFORT IN CENTRAL AND EASTERN 
EUROPE. 



lj.) PROVIDE OASIS FOR FURTHER EXAMINATION BY C lA 
CF CHARACTER OF RUSTY. STRESS THIS IS INTERIM ARRANGEMENT WHILE 
/ 8R0ADER PROBLEMS OF RUSTY ARE UNDER CONSIDERATION IN WASH. .. 

B« THAT THE SUPPORT OF THE PROJECT BY THE UNITED STATES 
. j CONTINUE ON THE BASIS OF A REORGANIZATION OF THE U.S. SIDE TO ENSURE 
'•'* THAT RUSTY OPERATIONS ARE COORDINATED WITH OTHER U.S. INTELLIGENCE 

activities in e.-stern Europe „nd the middle east, 

C. THAT OPERATION OF 7821 COMPOSITE GROUP CONTINUE 

JJ UNDER THE COMMANDING GENERAL OF THE EUROPEAN GCMMAND KITH Hl3 DIRECTOR 
vv OF INTELLIGENCE RESPONSIBLE FOR COORDINATING THE SUPPORT THAT CAN 

BE LOCALLY RENDERED THE GROUP BY THE .GROUND FORCES, AIRFORCES AND , 
NAVAL FORCES IN EUROPE AND THE CIA 'REPRESENTATION IN GERMANY* 

' ,r:r.‘L odd i eucom in its dual role "as deputy to general hall while still 

'“FULFILLING THE GENERAL STAFF INTELLIGENCE FUNCTIONS OF THE ' 

COwKANUiNG GENERAL OF THE U.S. FORCES IN EUROPE (HUEBNER) 

V/OUiD NORMALLY RETAIN PRIMARY INTEREST AND CONTINUE TO PLAY , 

LEAO ING ROLE WITH RUSTY BUT THE COMMAND CHANNEL AND RELATIVE POSITION 
\\ OF 001 USAFE, ONI AND CIA MISSION GERMANY WOULD BE CLARIFIED. 

D. THAT THE STAFF OF THE 7821 COMPOSITE GROUP INCLUDE 

Y EPRESEMTAT IONS OF THE ARMY, AIRFORCE, NAVY (IF INTEREST WARRANTS) 

AND CIA. ' ■' 
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E» THAT S' LUMP SUM APPROPRIATION OF" FUNDS TO SUPPORT 
RUSTY FACILITIES AND PERSONNEL IN WESTERN ZONES AND TACT I CAL 
AND STRATEGIC COLLECTION EFFORT IN EASTERN GERMANY AND PURELY 
TACTICAL COLLECTION IN SATELLITES SHOULD 3E Mi-.DE BY CIA. ARMY, 

C AIRFORCE AND N..VY AGREEMENT IN WASH ON ANNUAL BASIS TO PERMIT 
• PLANNING. ALSO BY SAME AGREEMENT AT WASH LEVEL PERIODIC 

STATEMENTS OF AREA AND TARGET PRIORITIES SHOULD BE FURNISHED 7<]21 
COMPOSITE GROUP THROUGH DIRECTOR INTELLIGENCE EUCOM. ' 

F. THAT APPROPRIATIONS OF FUNDS TO SUTPCRT 
. ANY STRATEG I C I NT ELL i GENCE OP ER A T! CNS IN SAL T 1 0 , C ENTP.A L EUROPE , 

V BALKANS AND MIDDLE EAST SHOULD COME ONLY "ROM CIA WITH EACH 
OPERATION BEING HANDLED ON A PROJECT BASIS WITHIN CIA CHANNELS, 

■3. THAT OFFICIAL AND UNOFFICIAL LIAISON WITH 

V FOREIGN INTELLIGENCE 3EP.V ICEsISE CLEARED H|TH OU AS JELL AS ARMY. 
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Feom: KARLSRUHE r , 

To: . SPECIAL OPERATIONS 

Action:. ADSO (1) 

Information: COPS (2) , FOM (3) 



PR I OR I TY 
17 DEC b8 



:/0 



Paraphrase Not Required. Handle as TOP SECRET Correspondence per Pars. SI (I) 60 A AR- 380-5 

FJ 5 " 

CORRECTION 

. CORRECT' LINE 13, PARAGRAPH 'll)., PAGE U, TO READ: 

EUROPEAN MILITARY ALLIANCE THIS FACTOR " 
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Chief, MOB [Critchfield] to Chief, OSO, “Report of Investigation- 
annexes, (excerpts), 17 December 1948 
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Chief, OSO ^ EYES ONLY 

Chief of Ststifen, Karlsruhe 
Operational ] 

' Report of Investigation - HUSTY 

10/9^4 y/9^ 



17 December 1948 



1. The initial 30 day ph« se of the RUSTY investigation 
initiated on' .18 November 1948 in ‘accordance with Instructions con- 
tained in referencecjblehos been concluded 5 the attached report 
was summarised in CSB3S09* cp.9^1^ ' 



2. The basic report with Annexes A,* B, F and 0 was produced 
in four copies, one each of which has been retained at Munich and 
Karlsruhe, 



3, Annexes C and D and the incloaures to Tabs, 1 and 7 of 
Annex F end attachments 1 and 2 of iriclosure #3 to Tab 6 have been 
photographed at Karlsruhe, 



4, In reviewing the entire report prior to submission we 
note that RUSTY's present doctrine of operations is stressed in; the. 
"Findings 11 , whereas * more accurate picture of present conditions 
can be had by reading Annex F, The latter Istoore acour«te because* 
it is more detailed^ the former deserves equal attention* however* 
because it shows the direction in which the organization is moving* 
H«d it been possible to reconcile these two points of view in one 
statement we would have done so, but,, frankly, we could find no 
simple formula with which to describe this operation. 



(3^-t X •J-r'tz fdi 



CM OB 



Distribution ' ✓ ■ 

2 - forSBSS >iEWEDt Os ti*j 

(Copy j#2 with innexes B, F and 0 only ) > UNGRADED TO; S 
1 - Karlsruhe' >EVlEWEHs C. _3 \ 

1 - Munich .>t: REASON: Lie 

‘fiCLON: Qjju$ Li < 
’* v FROM: C-** i 

X o •- : 
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17 December 1918 



I. -KARHATITB 
n. raronras 
in. recommkhpatiohs 



Annex A ; 
Annex B: 

— 1 '— - — i , 

Annex C : 

Annex D : 
Annex S i 
Annex T; 



Beale Xnstruetiens on Conduct o f the Investigation 
Operational Directive tor the 7821 Composite Group 
Staff Study, TJ.a. Staff HOST! 

Staff Study, German Staff BT3STT 
Sxanplaa of Report Produced by RUSTT. 



Compil ation of SOoet 
and < 



J'/ c no\ e s C/C / '/■c/j 4-j 'e /</ 



a Reports by < 

d 



■tidf 



Annex 0 } Personal. Statoaunts on future of Operation fiC^rwicr~DTtp 
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The present official designation of the eombinod 
US-German organization is the 7821 Composite Group t 
this term Is used throughout this report when refer- 
rlng to the entire projeot. 



The sow discarded term RUSTY has teen. used throughout 
this report when referring to the entirely Serosa 
element end Its Intelligence producing activities as a 

whole. 
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1. The investigation of SCBTT m initiated by tmBBfc 

MflBi on 18 Horeiabef 1918 after -a preliminary eonf aranoa in tha 
office o f tha Deputy Director of Intelligence, IDCGH, on 16 Horen- 
bar 1948« Present at thia initial conference vara: 

general Hall, Director of Intelligence, BDCOMt 
Colonel Hchow, Deputy Diraotor of Intelligence, BTOOMi • 
Colonel Bromley, Offioa of tha Diraotor of intelligence, 
flepartaent of tha Arny} 

Major Strom. BtCO M intalliganoa staff officer; 
and 



c 




(jonference have boon previously 



Tha aattara Xdiaeuaai 

raportad by 40 HBBBBSA I Tha singla item of significance 
which has had a bearing on tha {oonduet of the inraatlgation was 
-an agraaaant raaohad that Oolonal Broalay and ^ntt~woold arriT9 - 
• at tha 7821 Composite Group ’together .and that flSS&Ob Would be intro- 
-ducedesBrealey’s assistant, ^gn aeoordanoa with a plan at 

Upon at the conference in Held&berg on 16 Boveaher 1948 , 

accompanying colonel Charles y#l Bromley, arrlya&at the jBeadguarters 
of the 7821 Qoiappalte Group naair Munich, garna ny^ '^ n the 18 th pf ' 
KoTaabari . 'Beoauaa of previous fcontaets with-S®Xf^axabnh 61 i^ 
M «aA,Ma ^bai'-naae-. i* all ooptaata with tha TO ahd>&e»^’ : St ‘ 

C/i, Vt‘AC, c /d •waa>introduaad as rthe-ASHstant-iMi^Sl^ 





_ CAINS' 
Csi.fcA&'ei 






M-BUi: 



0j?,£cA&<zl<L 






O zrfehft'G Id 
/ 




. ... .HI, 

withlMtr uo 

*>•. 

<39^/ 
¥96? 9* 



the f eliowing^doe iotanblvf Aaaasf A) 






investigation 

ona contained - in ^the 

* ' ■■ d£> v-* 

27 Oct 348 - flBB te 
Hot 48 - d BMft -to 
16 Jffov^S -4Mflgfe. : ]to 

3 , During tha course of tha BSidelberg oonrerenoo on 16 HoVem- 
bar 1948, tha Daphty Diraotor of Intelligence, Colonel Bobert A. 
Sehow, advised dBBBBbof the following: 

Cjl 





J3 



-3 Tt ' £1 

.a , CA/A.h'f‘ e 4C 

✓<* vifjj A /- C. ^3 



r 



•■ •5 ^ ■ ; -w ' 

1 mm ( "4 iCan 
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That there exiate no offioial dtreetiYi on HUSTT 
fro* the Director or Intelligence, Department or the Any General 
Staff tOrthe Director of Intelligence,' European Command, 

b » That the inatructionsf ro* the Intelligence Dirliioa, 
European Command to the 7831 Oompoait a Group -ware contained in ", 
Lottery HQ European Oommand, Intelligence DiYlaion.13 October 194s, 
Subject! "Operation DireotiYe for the. 7821 Composite Group" and a 
subsequent latter, HQ European Command,, Intelligence Ditialon, 

30 HoYenber 1948, SubJeotj "Priorities Tor Intelligence Collection" 
(Annex B)« 

c. That no riles on BUSTY not duplicates of those in the 
riles or the 7821 Composite Group were kept in the orrioe or the 
Direotor or the Deputy Direotor or- Intelligence, EOCOM, 

4. As a result or paragraph 3 aboro , the only, reference, 
material aYailable at the initiation or the investigation who that 
provided by Washington and Karlsruhe through our own channels; thus, 
reference material aYailable at the beginning or the : investigation 
was limited to the follow ing! 

; a. I The SSSHunS* Beport - 1946 ^ 

b. f Ltr dtd i ©ot J&',. AC of 8, G-2, EUCCH, tot. 

* Direotor of GIA,8ttbJeoti "Operation RU)Sir" 




• .%r tOolowelnfcy^mrj^^ ... 

of' o tfoyt ■****$ 

?«ht*fc?intp this elose eollaboration -.with 'the Intelligonc 













y jiupexficially during jgfcs; firtt'ftaia:; 



■'asaifteJ-'/by'i _ 

Operationalntpects • .examinee 

dv». .. ,1 . cr . 

laxly ip -the inYostigation Oolonel Bromley jtod . y . * 

Jointly prepared detailed requeatato the DB Commander ana tha 
German Leader for ourront and historical information on all mspoots . 
of tha -project, Those' reports, submitted to us ;in two copies oh, 

24 NoYember 1948, are j 



• » . y !' t » 

B ’W i ^ i*a 
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■ ? a. St aff study submitted by the Commanding Offioer, 
7821Gempo«ite Group on 24Borember 1948. (Annex 0) « 

b. Staff study submitted by the Oerman*leader, 

24 Boreaber 1948. (Annex D) « 

a* Examples of Baporta submitted by the Caiman 
Organization, 24 JJorember 1948. (Annax B). 

7. The baaie operational directive to 7821 Composite Croup 
indicates -the oontractuslcharacterofthe 05-Qermanrelatiohahlp . 
in th# entire project. The 05 Element is ' assent ially a small ataff 
which provides the German Organization with logistical -support and 
performs the nacaaaary liaison to all other OS agencies called upon 
to support the operation. The members of TO Blement appear to exert 
little influence over the aotual oollaation operations | this Is 
attributable 1 3 the fact that tha ofiloara assigned to the 7821 
Composite Grot) i hare , with a few axeaptions , had no lntelligenee 
trainiag*and h ave-onlyreeentiy bean assigned to the project* 

Because of thi s situation, -the German Staff was the principal source 
of information throughout ’the investigation* • . : y "f- r •, 

. v... ‘ - • " V : ' ■ #. 1 - /j </*/ 

- - ; .-- j 8. :■ Inacbordaneo with>inatra^iehs:'e^talned : vin^lBB^^ 

' to the. off act “that 'the -‘problem of :f|ltttaht shouldbe --,ref eyred to 
Washington, 1 nd ■•effort.-'to^mhlEa -sh --'CVeraH. nvgluatiehf' of -iithe^ntint :••• 

' of-vRpSTT : :-preiS| 




/y)6/n/§ 






ieBtlgation 1 

dchferehoeajg 
German Staff 

plaoad pn the fallowing tan items] 

(1) Country by Country surrey of Cur rent Operations and 

Developmental Projects. , 

(2) Order of Battle and Agent Control Tiles, 
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. ( ji) Til* RUSTY Rmergeney Plan 

(i) Procedure for Staff Processing of Reports—Raw 
Information to Finished Intelllgen}** 

(5) CoTsr and Documentation, 

(6) Security Procedures and Techniques including 09 
Operations. 

(7) Signal communications and Signal Intelligence. 
v ( 8 ) US Air Forces Interest In and Support of RUSTY. 

|9) Training Program, 

(10) Liaison Procedures (with US , German, and other Foreign 

As ^ i ” > -*.. c ^ 

- ■ r;?i u 4 Because of/the ertreaeip limited amount ©if ••tifte a Tellable ■ 

In whleh- to>b ecpaa/oo nTe rs<tttm th“all aapacta of a Trery*eomnier . 
organization. :MralXP and gBgaBft eenbh -attempted to emamia a thoron^hi y- c 
separate fUBotionar aapeots d t^e oxganlzation. tBa^fl^ adnoentrated 
on-obtaining a conprehenslTe ^picture eounter lnt elligenoe 
• actititiea r saeurltyvaea8nrBS»-:ireport6 pro8edaro«>''-agent,'files t ; /: . 
organiz ational ■ -training ; prograasand 
considered 

. . finances , organiaation -and ata^'arbcedurea^'(^i^oa:Ht)hs7%ignai • : - 
iiensy. emerge^ ;plajpiit£;i«lntioai)^ 



■ Ayyara^t bapliedftlm. Annex PV-^-TRasi 'irBpogta.'n 

— I " :: - , ASSESS •‘ihd' ; dRHB9BMSBBiS6836iV'' -t he ’material submit ten^i'J$ntS $ *■ in ‘Jsra 

^ lur ing: 

: ' 'j :• ' ■ • ’• •• . *\ u lift : ' ••• 



4*** I s * #*\ jfp^jp 
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7 SECRET/RELEASE 
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. i.-rfhs iff.S. tad Genian (RUSTY) momenta’ working relatiehahip 
within 41i« 7821 Ooapoaite Group is based oa a contractual agreement 
defined by the XTJCOU ODDI off ioiol directive, dated 13 Oetobar 1948. 
to the 7821 danposite Group* (see Tab 1, Annex B). 

B< The TJ.S.Bleseat of tbe ?221 Composite Group is primarily 
concerned with providing financial and loglatleal support, and with. - 
dealing with problems of legalization, housing, coyer, and .trans- 
portation on behalf of the Goman {BUST!} XI ament, its influence 
on e-jeratienal cutters is primarily exercised through its control 
of finances and Supply, ana through ita provision of SSI's, (see 
Annexe). 



C, The German (RUSTY) side of tha 7821 Composite Group can no 
longer b* .aeeurately desoribed as an intelligence operation jithaa, 
in reality,, emerged as a well-rounded German intelligence mortice, - 
staffed with ex-Abwehr and General staff Corps officers (SseTab 2, 
Annex F), supported by XT, 8. Army Intelligence, and operating 
exclusively against the Soviet union, with taotloal omphaals on the 
Soviet Armed forces in' the Sastem Zona of Germany. (See Tabs 1 
and 8, Annex D)» 



D. The German (RUSTY) Sleaaht aa now organized bjr.;Dr,^ SGhHSlDJBr 
includes sections for tha eolleeUen. evaluatien, eollf 
production of reports fses TabaJ and 4, 

Annex J), > eeamsnloations , taetioal aignal-intalHgenf* 
analysis ‘jee* Tab 7,_^ex i D, and 4 m 7^t^^h,f)*^f< 

' utien (see Tab 5 . Annex T ) . •opemtloaal'aj^.’lnteriuu.i^fe^v. 



S. 'v^ere is nosvidaaoe that tha operations of ... 
— i ;pl«ieat' ^ye'.-bem ^directsd to naet any intellil 



operotl cnal inter-dependeace of tha various section*' 
•••(iMSTTl ^sSBceat, it appears impracticable art /this 4$, 
RUSTCiife parts which sen bf individually Uihidal^^^ 
. .ifi^peri'iion '<by .'tarlous U.s. agendas. “ ' • ' 

'^0 -V ..... .... 

m 



manth not laid down by the U.s* Sleaent, 'and it eppaam^u-^wevt' 
that sineer* attempts’ have been 'mad* -hoi only . to treat**!’* ‘from 
the U.s, Xlemsnt as basic intelligence objectives, but also as in 
indirect statement as to tho authorised scops of RUSTY operations. 
(Sts Tab 9, Annex B). It must bo noted In this connection tbit, 
slhee the Amy both at tha Washington and XUQQU levels baa b**n 
reluctant to give poliey direction to operations, exeept f er the 
breed picture which could be drawn from those ZBl’s, Dr. GCHHKIBKR 
has been f oread to rely chiefly on fragmentary and desultory 
instructions obtained in conversations with 2UC0M and Washington 
Intalligsnea Division offloars visiting tha organization. 
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r -A : 

?• , fit* conviction that the time «f extreme nationalism la 
peat and that tha future lies la Western Suropean and Atlantia 
Union concepts appears to bo tho sincere motivation of Or. SCHHEIDKR 
who makes ideological indoctrination a vital oloaoat of training of 
his organization, (Sot Tab 10, Annex 0, and Annex a). Insofar aa 
la compatible with thla concept, RUSTY tax otherwise be sold to 
-subscribe to tho traditional position of tho General Staff Gorpa 
( and of the~Abwahr. It thorof ora appoara to remain aloof fro* 
political emotivity, although ascribing to the federalist concept 
for tho Woatora Ooraan atato* 




S. Dr. ' 8GHHEIBBR la tho aoat impressive member of tho KQSTY 
ataff , aad In oar opinion doalaatoa tho organization. Hlo outstand- 
ing poraoual problcaTapproxiaately one year ago waa to remove Mr. 
BRASSES as head of tho collection effort, and to neutralize hie 
direct influence and control of information collecting nativities 
and personnel. This p roblem appoara to hare booh colved, while 
atlll sal raging nr. BRASOSR'a aorrioos aad thirty years L of intel- 
ligence experience in operations directed at the BBSS, by assigning 
him to strategic p l ann i ng for the Middle Seat area, BRASSES 
hiasolf li now expected to leare shortly for Teheran. 



S6_ . . „ . 

for imediate production in widely diverse fields aad g 
locations stimulated unplanned and uncontrolled growth 
■itated violating most sound operational rules. AOp. 



admits that Army pressure in 1946 and 1947 

iphioal 



'Moeoa^’, 




' ^Ij^tl'IjUrvtaetioal ( see Annex.® . paragraf " “ ‘ ^ “**' 
' (IMIHlfcS!* «a»tem Germany, andwith 



», the western USSR and the 
Iji^libxminy'mdoiuataly fevered w . 

■•^ii^preaenfc^aio, ' baaed on' the assuamtion that 
-aiyea-prlofitlea and level of support will continue ,*ie' 
leveXTOfr ito peaetration ef all faaeta of Soviet aad . 0c 

*«44i«|i#a iia^the ■ 8ovlat> Zone , while * 

-opo^tihhs there. - At the - same, time e present operations ihtcrlPelend 
* andCzeehoalovakia will be eontinued,with an additlonalattiuBpt 
’ .being made -ib establish - coverage of strategically « erltleal pblhta 
with radio eemmuni cation | collection activities -la the -Balkaaa : are 




however^ bolag reduced, although provisions are being made td-._„ 

sueh agents and support faollitiea, eapeei&llyinRuaania, as will 
bo required for extension of operations into the BBSS. In addition, 
JBTT also has we ' 
gainst the BBSS 



RUSTY ’also has well-dereloped_pogsibillties for atrategle operations 
against the BBSS through the Baltic and the Kiddle East, Work in 
tala field has progressed to point of reactivating Abwehr sources, 
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examining resistanoe group potential tad piselng some new deep 
ootar personnel -in approach area* to C3SB, ( Bee" Tib X, Annex ?), 
BUCQU'i empheeia oa the procurement of tactical intelligence, 
liMtedfunds, andthe lack of channels to poordljUte strategic 
operations ia any way with othar 'DS and Wcatern B&yopean Intel* 
liganoe activities ia thaaa araaa have, however, Confined’ ROOTT* a 
activities ia tha atratagio field to tha developmental phase. 



i v. y, BSAPB»a greatest interest in RBBTr.is :in thd results of 
; RttSTT monitoring, E7-lng, and cryptoanalyeis of Boriet Air Force 
/radio trartte, Thin at present la the cnly source available to 
; DSAFK of timely information on Soviet taotioal air activity la • 

• Central Europe. In tha strategic field KTOTT io doing' -valuable , 

I work: in the preparation of target folders f or Ai r Force which haa . 
alee suggested (via Colonel Bromley) that RTESTT look into the 
! possibilities of' developing air crew evacuation and escape routes 
out of the USSR. (see Tab 8, Annex ?),; 

X« ia analysis of RUST? operations and production Indicates 
that at .least 50 V of it is on taotloal nilitary intelligence, 

20- 30^1 oh strategic intelligence of interest to theAraedForees, 
aid the remainder is on political and economic intelliganoe , (See 
Tabs 3 and 4, Annex D, and report camples, Annex F). ' 






JS.OA ' VI 



' : X« i As provision againatthe event ef war. RDS2T baspempleted. 
detailed emergency plan whlohhas bean intagratad : %vdth- ; that-'iMifta..by 
WSfOm -^hierpla n involvas t ha joaaibla - • 

baea goordinatad et an unofficial level with the 




(sea Tabs 3 and l©, Aanex 7) -+ 



;lt* v .‘-.'The . cover and ajaijimaiion 
■ . in- 1 he "i* at ayazoaaa vrill^ba coma- r - 
■ k : Axb®^Si^rtie^lAiatt in 



officials :id.theat th'ii<ioaalbillt 7 of intervention and assists 
-:f ha -part of tf.8. personnel. Commercial ' or governmental agency 
pdll bhen bteoma esaentiel.The f ormsr would ba far more exp" 
■•iut^theBatteh. would -offer a more ■ difficult ^peutwei -problei ' 
is probable , btharaf o re ithat .-the best eel«tioawill|lie a 
binationpf the two. "At any rate, this problem wuMheepa*. .an 
increasingly critical faster in the auooassful continuation of 
BijSTT actlvitiae. 



. R. Tha else and aoopa of the present organization, current 
political developments in Germany, and the number of : U.S. agenc ies 
other than Army having a valid interest in the future of BB3TT, 
magr.it highly advisable that U.S, policy with respect to BBBTT 
be determined on the highest level possible without further delay. 
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O. OIA, Army. Air Toro*. Harr, and poaalbly State all appear 
to have ax interest ex tka naiiaxal level. la Suropc tha taotioal 
responsibilities of the Zuropean Commander, aa wall aa of his Aray, 
Air Pores, ' and Htvy commanders, give than all a vital interest in 
aiaak of tka EGSTT production. CIA representation abroad kaa aa 
interest in KOSTT production, and particularly in ita strategic 
activities outaida of Germany and in ita future CIS implications. 
Under praaant conditions, however, continued operation by tha 
Oooupation Pores of the 7021 Composite Group in order to provide 
cover and logistical support for the organization appears necessary* 

P. Pacta learned in less than a month of observing RCSTT are 
aertainly not conclusive, It is already clearly apparent, however, 
that many of the problems facing RUSTY basically stem from unsound 
organization and inadequate staffing on the U. 3. side* The 17*8* 
Xlemant should be reorganized, and following this reorg aniza tion, 
at least a year should be allowed during which period RTOTY could 

be further teated and remolded, and its aotivlties hatter coordinated 
with our broader national intelligence effort. Also during tkia 
period the problem of relationship between EOSTT and the Western 
Oemtan Government, a a wall as tha whole problem of oovar for the 
organization, should ha constantly reviewed as a disoaznible pattern 
for the new western German States emerges* > 

q* Any decision to withdraw a major part or all support of 
HBSST, particularly without a tapering-off period, would certainly 



the position of u.B, Intelligence visrar-via the future 
Carman Intalliganea Service which will I nevit ably mate* 

' ".ass of any present Geeiaiona an K0S7T*< InM^ha id , 
t a re-satabllahed OIB whioh baa beenepohaoredfb; 

‘aeto national ■. government of , Germany § ^ i,*« Xby.?$$S 
ational forces* ^BecattajrtheA,OGO of :..«ra|S|Scd . 

" constitute a going oohearnUa the tnteJJigehee*# 
psara-hlghiy probable thatiinwPT will energ# . 

• ^ jthpfloniiant -one, new'Gis*- --Anotheraia^rh 
a ttat iwsrr has closest tiaa with .ex-aeru#nf .. .. 

' role is OvWiitarn Zuropean military alliene#*^ this li 
«ortan*#a Mltiu&r&to ieaue^then appears to ha whether, from,* 
Ojuffc^tiawpoint -.it .la desirable fey the tr.s* completely to 
v r ' tt'-io^ttwi^of' the • resurgent Abwehr and nudeus of a : t . , . 
i?fSnaral staff which has been nurtured for thras *yWr*'1ifcC-' 
the 'U«Sv : Occupation forces. Prom the intalliganea viewpoint , it 
aaamadeairablc that CIA enter HT7STT at that point where it aan 
control all contacts and operational developments outside Of German 
territory* 





Sturt 
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, IXI. RBOOMMRHDATIOKB 

A. That form o f investigation whloh began 30 da ya ago ba 
modified at this point by designating investigator aa temporary 
llaiaon officer to oommandlng of floor 7821 Composite Group for 
ooneontration on following t 

(1) Provide diroet ohannol to CIA for opailderatloa 
on pyojeet baala of atratoglo oporationa now in developmental 
stag*, 

(2) Provide 7821 Compoalto Group ooamandor with advisor 
on intolligonco problems which tranaoond boondarioa of Gozmany. 



(3) Provide ohannol between CIA mission Germany and 7821 
Compoalto Group to reduce existing eonfllote and undesirable dupli- 
cation of US intelligence effort in oantral and eastern Europe . 

(4) Provide baala for further examination by CIA of 
character of RG8TT, Streaa thia is interim arrangement while 
broader problems of KCSTT are under consideration in Washington. .. 



B. That the support of the project by the OS continue oh the 
basis of a reorganisation of the XF3 side to ensure that HQSTT 
operations are coordinated withoother TO intelligence activities 
in Eastern lurope end the Middle Bast.. •• ■ 



underth* 

m 



C. That' operation of 7821Cei^aWe Grojitt «PB* 
commanding general of the Barep**n--<H»^W»^ 

Intelligence 'responsible' 1 :f or ':ooordiaa.t^'iwhjiii:^p|ir. 

.locally rendered the group by the jfe»$hd |fu»esi iMB-'' 

'fatal Jorcec in Europe and the:tI^^re|^^lleie^ i ' , 

OBDI xucom in Its dual role as Deputy** §bn«8X$j^ 

" fulfilling the oeneral ft^ intelligf^e fh^ 
ing general of .-the Grownd forcee la-Iure^e'-vrlhld'kO:.. , 
primary -interest and continue to play leading rele with^feBBYX^bhV 
the command channel end relative portion of ODI . TOAJK 'art On*^' . 
would be Clarified. ;; ;•••„. o v ,^.: 

- / D. That the staff of the 7821 co^>oeite Oroup iaelude - 
repreeentetiona of the Army, Air force, Kavy (If interest warrtstc) 
and CIA. ? " ' ' 



E. That lump sum appropriation of funds to support RUSTY 
facilities and personas! in weetern zones and tactical and strategic 
collection effort lh eabtera Germany and purely tactical collection 
la Satellites should be made by CIA, Army, Air Foroeand Kavy agrcb- 
ment in Washington on annual basis and at least six Months in advance 
to permit planning. Also by same agreement at Washington level 
periodic statement* of area and target priorities should be 
furnlahed 7821 Compoalto Group, through the Director of Intelligence, ' 
- E0C0M, 
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I« That appropriation* of funds to support any atratagi* 
lntdlllganea operations In Baltic, Central Europe, Balkan* and 
Kiddle East should come only iron CIA with each operation being 
handled on a project basis within CIA channels. 
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TO GERMANY ONLX 0 KJ'?ffi»>. 

Intelligence Division 

APO .403 

13 October 1948 



SUBJECT: Operational Directive for the 7821 Composite Group 

TO : Commanding Offioer 

7821 Composite Group 



In order to provide operational and administrative 
guidance for the Commanding Officer of the 7821 Composite 
Group# the following policy is hereby established* 

Aa conditions affecting the functions of the group 
change, this directive will be amended accordingly, 

1. COMMAND AND ADMINISTRATION 



a. The American Commander is responsible for the 
over-all direction, operation and administration of the 
7821 CG and for the supervision of the German Element 
through the German Leader. 



b# The German Leader is responsible for implementa- 
tion of the polioy end directives of the American Commander# 
such responsibility requiring that he exercise close 
control over the German Element and be accountable to 
the American Commander fox all variations from estab- 
lished polioy or directives, 

o. Discipline within the German Element is the 
immediate responsibility of the German Leader# It will 
be the prerogative of the American Commander to order 
any person dropped from the Organization who has demon- 
strated himself to be unfit for suoh employment# 



d. The relationship between the Amerioan Commander 
and the German Leader is a. contractual agreement designed 
to facilitate the procuremeht of information. The American 
Commander will make available to the German Leader such 
operational funds and supplies as are allotted to the 
Organization by higher authority. The German Leader is 
responsible for the allocation of these funds and supplies 
within his collection facilities so as to assure maximum 
productivity in the fields designated by the American 
Commander. 
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6 • The production of the organization will be kept 
under oonstant review by the Intelligence Division, EUCOM, 
and the German Leader will be advised through the American 
Commander when the quantity or quality of reports becomes 
unsatisfactory. It is reoognized that contingencies 
will arise whioh may result in temporary reductions in 
the volume of reports from oertain projects. When these 
reductions are due to the diversion of funds or supplies 
to other projects, such expenditures will be clearly 
reflected in the books of the Organization Fund. 

f. Expenditures greater than $100. 00 for purchases 
of items not listed in the periodical supply forecasts 
furnished the Intelligence Division, EUCOM, will receive 
the prior approval of the Intelligence Division, EUCOM. 

g. The 7821 CG is part of Munich Military Post, 
and maximum coordination with the Commanding Officer, 

Munich Military Post, will be effected on all adminis- 
trative matters pertaining to his command. Generally 
speaking, the Organization will be subject to the 
inspections and other administrative controls normally 
imposed. Occasions arising which, in the opinion of 
the American Commander, prejudice the seourity of the 
Organization will be discussed with the Commanding 
Officer, Munich Military Post. If no satisfactory 
solution is reached, the Intelligence Division, EUCOM, 
will be notified. 

2. OPERATIONS 

a. The 7821 CO is a positive intelligence collection 
agenoy operating outside the US Zone of Germany with 
exception of certain administrative field offices , -signal 
installations and such minor counter intelligence operations 
as are neoessary to assure the security of the Organization. 
The geographical priority of ooverage established for the 
collection operations of the organization is: 

Priority One : Soviet Zone of Germany 

frior Ity Two i Poland and Czechoslovakia 
Priority Three ; Baltio States and the Western 
Military Districts of the USSR 
extending East to roughly 30 
degrees East Longitude. 
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Greatest emphasis will be placed upon military information 
with lesser emphasis upon eoonomio and political information. 
Information concerning progress of the USSR or her satellites 
in the field of fissionable materials, atomic weapons or 
ohemical or bacteriological warfare will be considered 
military information. 



b. No collection effort will be conducted in either 
the US or the British Zone of Austria, these areas to be 
utilized only as transient areas for couriers, Maximum 
coordination will be effected with the Director of Intelli- 
gence, U3FA. American officer personnel of the Organization 
are authorized to contact the Direotor of Intelligence, 

USFA, directly on matters other than policy. Changes of 
polioy require prior approval of the Intelligence Division, 
KUCOM . 



o. The Signal projects operated by the Organization 
will not engage in research in cyyptanalysis . 

d. The Organization will conduct only the minimum 
counter intelligence operations required to protect 
operations. No attempt will be made to penetrate the 
KPD or any foreign mission without prior coordination 
with Headquarters, 7970 CIC, Should a member of the 
Organization:** successfully penetrate an organization of 
counter intelligence interest in the US Zone while in 
pursuit of other missions, CIC will be notified without 
delay, and the agent either will be plaoed under the 
operational control of CIC or withdrawn if CIC considers 
suoh action preferable. Counter intelligence leads 
produo ed by members of the organization will be given 
to CIC, as suoh, and will not be pursued further by 
the Organization unless its seourity is closely involved. 
If that be the case, further activity will be coordinated 
with CIC. 



e. Ho member of the Organization will contact any 
foreign intelligence agenoy or foreign government without 
the prior approval of the Intelligence Division, EUCOli. 

f. The teletype facilities of Headquarters 7970th 
CIC Group, and subordinate offices, are available to 
the 7821 Composite Group for the transmission to 
Intelligence Division, KUCOM, of items of spot informa- 
tion which axe of such a nature as to require urgent 
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handling, When these fuoilitieB are utilized, an American 
representative of the 7821 Composite Group will authenti- 
cate the message prior to its transmission by CIC, 



(signed) Robert A. So how 

ROBERT A. SC HOW 
Colonel, GSC 
Deputy Director 



Tel: Heidelberg 02256 
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HEAD QUARTERS 
EUROPEAN COMMAND 



Intelligence Division 
APO 403, U.S. Army 




350,09 (CID/OPS/IS) 30 November 1948 

SUBJECT: Priorities for Intelligence Collection 



TO : Commanding Officer 

7821 Composite Group 
APO 407, U.S, Army 



1, The following will be added to letter from this 
Headquarters, subject: Operational Directive for the 
7821 Composite Group, dated 13 October 1948: 

n 2h. Intelligence Collection Memoranda for- 
warded to the 7821 Composite Group for action will have 
indicated thereon the degree of priority assessed by 
this Division. These priorities will be expressed as 
Priority 1 , Priority 2 or Priority 3 , unless the 
request is of an urgent nat ur e in whi ch case it will 
be labeled Priority 1 URGENT . The general .basis for 
these priority assessments will be: 

Priority 1 will include all requests which 
concern activities of the USSR or her 
satellites which indicate that the Soviets 
are preparing to initiate hostilities 
within the next three months. Also included 
will be requests concerning progress made, 
in the field of fissionable materials, 
atomic weapons and chemical or biological 
warfare. 

Priority 2 will include all requests 
concerning plans the USSR or her satel- 
lites may have for the eventual 
initiation .of hostilities. 
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Priority 3 will include all requests 
concerning the war potential and 
military strength of the USSR or her 
satellites. Also included are any 
weaknesses of the USSR or the 
satellites which may be exploited 
to reduce their war potential. 

The geographical priority listed in Paragraph 2a will 
not be indicated in Intelligence Collection Memoranda." 



ROBRRT A.SCHGW 
Colonel GSC 
Deputy Director 



Tel: Heidelberg 04255 



Note: Above priority system given to 7821 CG by IRS dated 

5 October 1948, subject: Priorities for Intelligence 
Collection* 
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Q,thpr t m*5«rl*l^l8,r*peivedfrpn r peiMt:r9tlon««?W'.th«Q«rm«n;-Bo<>nomle 
Commission. the Directorate General of the RR (Department of Traffic 
and 'Operation) , the Central Administration of the Interior (for 
informatlon,-op the "Peoples Police"), economic enterprises in 
strategically important fields, research institutes under Soviet 
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fetter (drops utilised in the transmission of material. 
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■ 3h?f.e -nrge.nixatipns yrA»01» IR^cendv^^ ^^^wurnent copern tions 

rPolend f n Mli^re f eoga|edidnvtheficp^ sdf vinforma - 






also ■ rdportsy; 
bonnectionswith^slljnf^hpseegents^hre^lhtained 
iftheir^ottwint- ^production -Sf Sihfo^tiori^<^Mw^-.- 

^t^ibsWVeh'^ 1 ?, ' v 



'has 





jffisfartL; Vkrn In © 4 • Organizations 66 , 99> 120 urid 178 
each have one operation in Slovakia. The primary targets for all 
of these are. Soviet Armed Forces nnd Soviet controlled air fields 
in Poland. 
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TO 




r io^r'to'iAG operations In Slovakia, RUSTY has four 

Csechoslovakian operations in Moravia and Bohemia., Group 120 is 
considered gth'dsbe itkor#rtrt«ation , operating dintCsecnoslottkla « 3 5 
Group ’-4711hisMt jprdient tt£nj$Todiie t iv* 'riMcixi nth* l'proCeee sof nre- the 
organising rttf ' effort s m£n *0*e aho Slovak!*, U '.Group 1178718 at J small jn ' 



group ishidh, dpotfetgs fonly vta«Osrfeho«lpwklaj gAilttferse sof ithesea) » 
organisations collect military, Industrial and political information. 
The reoent ifffeatsdf twenty JCsech sgentslin rtheiGS rZonscUf iGerosiny 
b$ ; : tfte CIO ?was "Asa ied ;*ht if ely on eYldeneeRprodueed,*by W?curr,ent"<®? 
bp0rfti6rfi*df iafoupvlfiO. i ? cGroup'66^ope rates wthroughhbut notssgainst 
Ott ehO slOYafcla j tit n i8 -ha aicn lly :-*YUkr«i inianfopiftfctlonlslnd ' ola ims r to 
h eve t^siw'MgetttS ^ln i the iOkf a ine without r.*d«tjua te ScOmmunica tiori . 
facilities?. operative!*- unde*? L«6-u acv*r ■ 
nop* tfosfrir op$r®£S«>n* 'iz r-»- • V s £ ;*%?;* .>? •:'•&* 



fMf-Si.v ?■ h«vJ 1 wS' 



.-'V 






t-S-s r>* - s* 




Of e, i 8tiVt 'sfgeAta ih^um*fiiaV ^Hsfljrt 



* cbiirie r i linesJrunhlnglto^onuiiiber 



„ . Of .'the Uetgils?oflGroup 13 ' s 

operations were carefully examined »nd found to justify the inclina- 
tion of the * Chief ^of "the ’'ICGtSinorSaiei the effort^ih this-vred- by >. 

oirehfiSn,V K ori ; - strategic '•inteliligance ■ possibilities! against the. US8.It 
through . tne- Middle Z.pv.?j,-: .'This, hits b hen a special project carried. . 
out 'by YufrosiBviad er the .immediate- gap*. rv.igj.oB of 'TT* ?nri . 

is no t i>n?c ol -si&t tegioriatt Llicrnoe jpl^nning ■WVn %'~- : •" 

cr-rr-iodiiostlOf^the o^tf tdons idn^fugotlaYUrisbinbthel^rohessaofotwi.l 

- sslsvian horderrbut ao furttieS^ 

• 1'. . Hr* - 'nL^, 1 L-r.U ^ A. 



•iong^Uhe lustro-Yugoslsvlan 



mm 



, 

: 

• ^rerwiiteihedeS 

fi^*8hmilh.^flroUtroaS1j 'pskeEtUaiy ihJha 

<1$ ihitfea Ww fb’rvof^fttfSSri djr^tmgsi^itiiBel^i 



Qrouti" ^hhlWtlOKiidn' HUEyrtryjS reut4lngjredneW{.8n 




Ttti' m s •> 
P&vtfattonW 

ctetatox^: '.<■ 




age ncleV/dfc- Au a tr ia could be established 4 BUSTY operations in 
Hungary could be reorganised along infinitely more efficient and 



less expensive lines. 






»hlt 
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this proposal, , ou ., ™ V , . 7 Composite Grotip cdncurs witfi 

••••• ,,• . :.. ; V ^ ^&S39t*a,.T:.7Ufi#%t 
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^CRET/RELEASEit^secWeT f 

TO gfyfT CTRSOOTB^ .hicji, iu . 

practice* iwv*' been agreed to by the US Staff, basic biographic* 1 

in tha central. files or all"* gents* • 
of the organisation. although not oh Informants.-. ?*Mi« this 
is fairly. limited, a'^bslt to. cm .field (tennis- ticn 

Mc^ratr-hi-ral *nd vSher assessment ter I *.»!•> 
-* rvs * v * r Pi I; & a : ; 1/1 e ?- >• 1 y ' m r»? t •* ii * t t ns ro ? * 1 < 






petitions, gre able to influence the current policy and .future 
development of the organisation. Order of Battle of HO STY 
personnel, therefore, **8 obtained down to .and including the 
so-called Organisation Leaders. Details given included cover 
name, position in the’ organisation, former rank and/or title, 
former employment, and essential politic*! background informa- 
tl on. Thia/ mate rial h»s_been forwarded separately InflUPKZl 

-andOHIBi x 



/n&snrt ’%* 7 & 7) 



/0<&y?2/Q- £?&<? 



2. During the first two years of RDSTY operations, Army 
pressure for production resulted in field recruiting of large 1 
numbers of agents about whom no records existed at HJSTY head- 
quarters, Y<ith the appointment in the Spring of 1948 of a new 
head of the Intelligence Collecting Organisation, however, a 
determined policy or. accumulating basic central records on all 
agent personnel Was adopted, 

:3. The policy, of persuading agents to /submit personal -/datay _ . ; 
and of;’ persuading; subordinate organizations to ‘foCTa^iiywimi T* " : 
data :to headquarters for Incorporation .in central agent H-Uv 

al^ougt Yi^n, ii'-Wing slowly and carefully executed, 
the -memory of many .Germans, and particularly those now assbciated/ \ 
•with 'SDSTi,' is the facwthe quic^ and inclusive round rup by the : : i 
Allied /Powers of Germans in the various arrest categories 
‘established by the victors was due in large part to the existence,;; 
of central files and to the failure of proper German authorities : 
to destroy these files in the disorganised period of imminent . .. 
defeat* A repetition ;36f this experience, this time with the : ; 

Soviets as* the temporary victory in Germany , is v grea tly feared 
by most HUSTY field and agent personnel. The majority of .events J 
within-areas under Soviet control have a; more immediate feaf. that 
insecure handling of personal data in the course of passing it 
through channels could expose the agent to possible arrest, 
torture, or death* In order to mitigate these fears* Dr* SCHNEIDEH 
personally assured the organization that there would be no v 
reproduction of agent file material and that he personally 
guaranteed its x destruction in any emergency wherein it could 
possibly fall into enemy hands. 
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SEfcRET/RELEASE 'SECRET f 

TO GERMANYaQMbYf Dr* SCHJcEIBEH* s guarantees which, in . 

practice* have been agreed to by the US Staff* basic biographical 
information is now contained in the central files on » 11 agents 
of the organization, although not on informants. While this 
material is fairly limited, a visit to one field Organization *• 
(114) indicated agent biographical and other assessment materials 
are available in tbnsiderably more detail at these levels, 

!?. Although not duplicated in the files of th$ US Staff, 
RUSTY' s agent control files *re open to US inspection at any 
time. 




SECRET/RELEASE 
TO GERMANY ONLY 






OinWl A 



j 

i 



Secret 



70 



Secret 

Rel GER 



72. ( Continued ) 



seC’Rit release 0f ( ' : 

TO GERMAKysS 8 flytndto«U<t tb.c tic nl.s'fe,,. jo*, , s 



pftfc ^ nd ° ® ® Emo±*liehc^> P n 

Will 1 b$‘ lifaplbmihted# l, w d+twilft' of this Plan are known only to 



3pw*)' 
farm's h' 



•*“’2? ' z -?T15 n r, ** ^r f t»r^!r er&atxfr.. test Trv&tSss £***.<*««’ 

'.v* - , 'it%h Stq ft a f'ftOS TT Hewrfqua»t «r3~v4liryt According / 

■ to ! the'. Plan/ taoVS 1 ' te 8IN0E1T on the t'the Wes t end of " 

Lflke Constance where^it will be escorted across the 

j*n ttrwuthor,ized ;c>ossing point* This arrangement tw's *b»eniB»ae v .s 
through" liaison" irith'.the ' hen3, 6T ; the'^^~ToI Xc'eT'A~ Alternat eV iilbna — <Sic./s_£ 
VjAir'^pit'rtli mo^ii&iit- o'f ^h VHCa'Hftffifrters fato - /Hai^Aea^ zzuty 

through HA RTrWSBRt7CK''6n . tte~aBBBHiHBfc^or(rer"‘6f ~froto SlftGEfT.T •-■ •• ,&*&«-■**>/**■*' 
C lnto[<||P(|(l'"ji EjldtnaHAUSEW^ : rrpitrWHBMM |--lt’--lg conteniplht'ed'fttha t ' 

^ — tha-.'faeatftitft r^S'l^r-mqye'-to’ <MMj» ; ahCiflfl : ~the •tyotl^^l 1 fea»iagir-^ — -• 

■ ire qhlfe ' dj^cai^cf iiagfttfe 4 b eyolia s ^iiiiliMM^ r "fhlF> T lii^e "ha anfoeanrSy ty; — 

h <" ^Ven^thelr T^pFom to _ ,_/. 

.this' eyeW%i ilgrY 23 H 3\i 'a’F lOr posf^ibliC • "* 

he;.’^nil^W. i 3ol i t’h’is 7 ^6ve,y <> wn1bi^r ,t TOEHRy3rforwsy -« 

jjttyeK^tcrtlMBlii^ ls:ii4.3#Wip> ^wheT$ 'ho' rWjftVsentlif; RORTY-Fi-ihiCiir «a ,. 



•elawdi ttc-any- srepeet 
'DOE HR Trfs'awile ,: ij s 

ilPERV SCol BnW SttHo* 

■^s^ai^rr 



Vy>>6w V? . 



; doe s no t have any high leve liltii flon wi th’ th e . ^ if „..> 

iMMMMBK hi ' .in -J aL ~ ^ ~ V . ,« , - 1 ■ ■ f i~ - * , * , ir T , • tf •'■ • .fD 7 -* - 



\o a ) >1 



ha s f consequent 
movement into M 



Q| "because of. - Its :■ close 4HR 
no i Ihif bn ned - • them of ;ifieir;jjJL' 

■OBI. • . 



SSohne cflonsfe end ir ; r-: 
rnate 4 






V -4*> BUSTY organisation personnel in iKorthern Ge rm« ny7<vfe; : ^ 
scheduled for evacuation -a re to be evacuated by a sea route |Vx^nge^- ° s . 
mentis to effedt this have been completed • Remaining personnel in 
' the Central Germany area* have been Instructed to proceed to/, 

• designated points west pf the Rhine* ' ’ ; . ./^Vc/y 

«~-j kfjtn t. e-. - ;:5^ Movements through western IMB. <W — > and >ln 'to „/ ^ ^ 7 ■ ■ 

^ h«ve been discussed with the — — j > — 

. 4BSB01. Agreements reached with theaWLlnolu de detn lied p rovision . A/ 

for the immediate establishment of a. liaison Tadlo channel totBe — Z 

, FIS .fro m RUSTY for the purpose of coordinating movements. The 
WlM requested tha t this liaison not be revealed to the US Element 
; of RUSTY until such time as they h»d had the opportunity to report 
the agreement’ through their own channels to the American "Central 
Intelligence Agency". 
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Indicated that the plan has gone as fur 
as possible without Integration with the plans of the American 
Intelligence Organization that would *o into effect at the time of 
the outbreak of hostilities since he considers that his organization 
would immediately become an integral part of the American Intelli- 
gence Service in the event of war. 



7. The Emergency Plan includes the sctivitation upon the 
outbreak of hostilities of a system of sleeping nets and agents 
which at present are only partially organized. Most of the present 
agents^ and informants behind the Iron Curtain would continue their 
operations relying primarily on radio communications. 



8. The logistical, documentation *nd signal communications 
problems attendant to such an operation as envisaged in the movement 
of key staff personnel and all members of their families who, if 
left in Soviet occupied territory would create a distinct security 
problem, have been given detailed attention in the HO STY Emergency 
Plohj since they are not considered relevant to this report they 
will not be forwarded unless specifically requested at a later date. 
Iftc general. the transportation plan envisages the, use of RUSTY 
organic motor transport re-enforced by the truck fleets of several ' 
large trucking fints which have already been contacted j an alternate 
solution involves the use of a ten car train from the Munich area. 

The plan to ensure the security of the convoy during the evacuation 
includes the employment of a large detachment of German police and 
an emergency issue of ajnns to personnel of the German Staff. Details 
on these matters have been arranged. The RUSTY staff is fully aware 
of the fact that their ability to implement such a plan will be 
determined by the time factors involved at the outbreak of war and 
the tactical developments immediately thereafter. 



\ 
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(Saw Information to finished Inti 



shed Intelligence) 



Reports *r* processed through three components of tha 
7021 Composite Group i 

A, Information Collecting Organisation (7) s 

B. tTal nation (45) 

0. Editing Section 






1. A rough preliminary evaluation of raw reports received 
ia made by tha Resident and/or Main Resident for the primary 
purposes of determining 

a. Whether or not the report eoatest is possible, and 

b« Details of collection methods used in order to 
tighten operational and agent control* 

Since, however, there are no reference materials and other reports 
to use for comparison purposes, all reports, whether posaiblf hr 
impossible, are forwarded on to the superior Organization, together 
with appropriate comments!.,. • ■: > 

■ ' VJj... . ■•>*,. .'-A 

2, Each organization has a number of Main Residents under 4t, 
agd therefore, roeeirdi a number of raw reports ‘©h'hRirgglT^^ 
Consequently, comparative material exists at t^S':le^l»t9ndi : rf ports 
are the re fore _ "pro-sifted", i*t, ■ arc given % 

board -evaluation prior to being forwarded to Sub-Sohd|u|^||ii^'ir‘ % 
J. a, Bub-Headquarter* is primarily 



' ■ : ). a, Bub-Headqusrt ers is primarily eoheewwd^|w|h^^^:.■^Y^; :-A 
"organizational" ■ ( operational) material eoatained..'ih ; .tne.^wk|^^ 

Sinee they have already been tentatively ovaluatod mt ' fho v 0rliiuht4 A 
tiOn level, Sub-Headquarters * main interest Is in 'the stoe«w^’'' v ' r: :' v 
rather than Ih the evaluation and ‘..editing phase of-reportv #n'e|s* ' 
eing, , In tha pre-sifting of reports at thls lsvsl, ^howiVhii-fe^Y.' 
operational -diraetlvas and questions requiring further olarifiea- 
tloh ore originated and art referred directly back':**'- the appro- 
priate subordinate Organization. In addition, operational com- 
manta and, on oooaslon, report eontonta,msy bo of the nature 're- 
quiring security analysis* Such cases are referred directly to 
the 01 Section of the Sub-Headquarters. 

b. Reporta come into Sub-Headquarters by oouriar from 
the field every Monday, Wednesday, and Triday mornings. "HUSH" or 
"RUSH RUSH” reports are proeeseed forthwith and are forwarded to 
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7 th* mt day. Rout la* reports ara sifted, processed, and for- 
warded bjr th« dad of th* following dap ( Hane*, no aoro than 48 
hour* paaa between th* reeaipt of roporta at 8ub-H*adou*rt*rs and 
thalr roaelpt at 7* A seeend copy is kaSfcyin sub-H**<fgti*rt*rs 



fllaa only 4-8 waaks before destruction. In known or 

suspected aaaaa of CZ interest, however, report* ara kept aa long 
as th* oae* reaaia* of CZ interest. 

4. a, 7 ltaalf haa th* following sifting group* for th* 
prddaaaiag of roporta t 

(1) So urea Evaluation 

(2) Military Sifting 

(5) Air Sifting 

(4) Economic Sifting 

(5) folltloal sifting 

(6) CZ Sifting 

Thai* ada* group* in duplicated in th* organisational sbtke-up of 
4>l hence, tharo la cloaa ooordinatlon between 7, whoa* primary 
intaraata ara in th* operational a apoota of roporta processing, 
and 45, wh**s primary intarasts ar* in th* aontant aTaluatloh and 
editing* spec tsof roporta processing. 



,y 






..... ,,on raeeipt nt 7, report* ara bi»k*%^W»yl^ i £i : 
taatioal and strategic division*. wfhla i* '4dhd^bg:tir .year, who 
handlaa taetieal operation*, r~* ~ — 

operations, Thaaa two India 
*arir*ra''Of interning roporta 

taetieal and strategic) which ers used by 7 to anatiSt th*t"f|**f^:’ 
tlona aradiradtfd aeoording to juniorities, and byMf it* 
the monthly basis and wain* of Vi roporta production* According 
to aubiaat. raporta are than packed to tha appropriate .sifting 
group for detailed processing, Bar* the final source Evaluation 
7a through 7) and * tentative Content Evaluation (1 through <) 
la nado^i^d th* report* are thon paaaod on to 45* 

o, Each sifter, in additlOntebolngoampstentto pads 
on th* operational dstsils pertaining to reports, is also an 
azparianoad reports offioer and san, there fora, determine quite 
aeeurateljr tha reliability of aontant v However, individual 
Judgment is complemented by various routln* operational ohooka. 

Tor example, 7 bailor** It ha* an oxtanaiva and accurate knowledge 
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of Soviet vehicle numbers in it* various pparatlotpal arsss. All 
military reporta are, therefore, roqidroA^o #ffitoln some vehicle 
numbers fro* the • aw or units -being-;*#! ortedYVa) v if theae - numbers 
do not cheolp with tnoss on hnnd as roforoas#; ths sifter eeaeludst 
that tbs report as a whole is probably falsa, or is anout-dated 
report, dootbred to appaar surrsnt, suoh reports ara not passed 
to 15, and banea do not gat into U.S, channels* Whan reports 
receive favorable evaluation, operational details are ext ratted, 
and tbs? are than passed either as individual or as compilation 
reports to 15 for a saeond and final content evaluation and editing* 



d« . A special type of report is the PW interrogation 
report. Although these are processed as above, a blear distinction 
is *ade between them and those deriving from agents working under 
the 'Operational direction of 7* 7 stresses the attachment Of 

sbetohes to each interrogation report, since these can be compared 
with reference *aterials on hand to ShooiE their Validity. 



e. The numbers of reports received and proeessed each 
month by 7 is considerable. The month of October 19U is an 
example* .- 



Agent reports (tactical) 
Agent reports (strategic 
PW reports (tactical} 
pw reports (strategic) 




into "SriVotal' of: 



pscscd to 15. 



Of these t ,599 reports , 2,521 were 
■ports -whlefe were then pai ^ “ 

the elimination of falsa, 

jpilatlibn of reports rslnting to 'a ;sAv*nJlUb$s^|^ 
eohfliaWtery reports -aroi-Yhowfrsr yo-enrded ;ler : 

•ofiT'-niad of 15. KlseeUaneous 'reports •'ara::sn^o«edsion j 4tp • 
•for ; purposes • of compilation and to a. wait ■.answers ■■fi^ tnC k ^f 
additional queries from 7. la daeh *uehaas*,h©wrror, the siftbrts 
eppeaita number in 15 is informed. 

vf ^Y-'& ; rf. 7 ostimstss thatapprejlmately l ^^.^aks-aro^i^uir#^ 
'for the tranamittel of reports fro* the aoureeiathe :t*rgii'hrti'#- 
to Eaadqnartara (7). i>olsys are to ho aeecuntad /or in largo 

to the necessity of transmitting reports through letter boxesit'' 

cute, Couriers, etc. la 7 itself, reports are olssilfiod tdd^^, 
to priority, and priority rsports art usually in the hands ef.-l) 
on the same day they arc received by 7* 




g. As can be seen from sub -paragraph* a. and f, above, 
the two out a tending problems of 7 insofar as reports procsssing 
is eoneerntd art • 
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(1) insufficient personnel to bandit rapidly tht 
great bulk of incoming raw reports | and 

(a) slowness of reporta transmittal f roaseuree to 7, 
which will probably only bo solved by the extensive development of 
egent radios particularly within anaay territory for high priority 
Spot reports only, and with the improvement ofooajaunication 
futilities within friendly territory* Communications from Berlin 
and Tlenna are especially inadequate. 



1. Upon completion of prooesslng in 7* reports arc passed to 
the appropriate opposite somber in 45 where the following steps are 
taken! 

a* Contents of the reports are examined, are checked with 
various reference materials contained la the files of 45, and are 
given the final Content Evaluation (1 through 6). 

b, Pertinent information contained la the files, such as 
personality information, A2*o or vehiole numbers, etc., Is added to 
the report* . 

«. The report is then aompared with previous reports on 
the seme subifst, end. appropriate eomments : are' aidded* 

d. Upon eompletion the entire report is passed to the 
translation seetien where it Is translated into ■' 

ooples, one of which Is fonarded to the Editing seotleh, ::d|id v tha • 
other is returned, together with the German originnl, t6 the 
originating reports officer. U 



■ . . -e.- ■ On -the . basis of 
,ved through the U«s* 
prepared and passed to 



Of the completed report ( a ) * 
staff, specific additional 
to 7-for actio#- -• 



and *SI‘s 

briefs art 



..■■■'if. Throughout the steps noted above, olose esoperatlon 
.'la maintained between 45 and 7, and where necessary for proper 
reports evaluation, 45eay Inquire as to the collection methods ' 
used to attain th* report* 

2. 45 maintains a photographic and cartographic office for 
the reproduction or -origination of cherts * maps, statistical 
tables , etc* This section la of special importance in the prepara- 
tion of target folders for mux. 

3. An overage of about 600 - 650 finished reports are peered 
to the U.B. office each month. The numerical difference between 
the reporta reosivsd from 7 and those passed to the U.B* Staff is 
accounted for by their use ea comments to othar reports, in oe&» 
pllatlons of report*, in so-called "evaluation" reports (l.s. 
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\ estimate of the situation reports), and in the elaborate periodical 
'Studies mads la the political, ocooobIc, military and technical 
- fields. flush reports as ars classified by the reports officer as 
A f doubtful" are discussed with the leader of 45 or with his deputy 
, drhb determine whether or not to disseminate, discard or refer 
back to 7 for further investigation, 

4, The outstanding problem of 45 is the related one of time 
and personnel 

(1) in the translation seotion, which has only four 
translators and is further handicapped, particularly in the eeonomlo 
and solentifle/teohnloal fields by the leek of definitive technical 
Geraan-Snglish dictionaries, and 



(2) in the cartographic office where considerable time 
is required for the production of charts, maps, etc., particularly 
in the air and economic fields. 



C. gditinn 6ectlcn 

1. In the Sditing Section, headed by Mrs/ Sric Waldmann, 
lnooming reports are first checked for translation, and are then 
passed either to Mrs. Waldmann, or to her assistant, Cpl. lessen, 
who again 'check the translation for correct Sngllsh terminology. 
They also give tke rcpert its BID number (currently preoededby 
the latter 1-, and previously by the latter Z-) , write a chert 
summary, andelaeeify, 

•4 ; : jj,.' Th« reports are then paased to the itypists, 'of AnHih th^efe 
ar« feur, who egain proof-read and thea type oa rerm-<K3B-17i (ths 
Master ditto} i at /-the: same 'time making threeeerbon Ceples,oneof 
which goea to the USA7K Rspreeentatire, one to the flermhn sthff , 
end -one to th« file. 



ft Pouches art propared three times weekly and are normally 
road by the V* 8. Commanding Officer prior tobeing f orwarded tO 



Cewment 

Inaofar as reports processing sad its related aotirlties are 
oonoerned, the one outstanding complaint both of 7 and of 45 ii 
that there la a total laek of ooament on their production from the 
U.s. side. They fool that this laek definitely hinders their 
ability to improve their dlreetion, collection, and processing of 
information in proper coordination with U.s. intelligence needs, 
and, to a lesser extent, that it also reaulte in a morale problem 
among the working-level personnel who tend to feel at times aS 
though they were working in a vacuum. 



SECRET RELEASE 





TO GERMANY ONLY 



77 



Secret 




Secret 

Rel GER 



! * : 



i . 
i 



72. ( Continued ) 



seCret/release T0P SECRET 

TO GERMANY ONle^R ATO documentation ' 



1. The Cover and Documentation Section has facilities to 
do photocopying, dry and rubber stamp reproductions , straight 
printing, secret ink preparations, etching, art work plus some 
of the more simple, processes involved in the reproduction of 
documents, 

2. The documentation office depends entirely on the 
operations of RUSTY for the procurement of original documents; 
it is without contacts with other US supported documentation 
projects and does not appear to be conversant with the facili- 
ties of CIS (the EUCOM Intelligence Division organisation 
engaged in documents reproduction),' The need of greater techni- 
cal support was clearly evident. 

3. In spite of its lack of technical equipment «nd lack of 
information on what others working in the documentation business 
might be doing, the HUSTY documentation group appeared to be 
particularly conversant with the problems in documentation con- 
fronting their own operatives and appeared to have some personnel 
well qualified technically and in terms of experience, . 

4. -When asked for his views on problems stemming from 
documentation requirements, the head of the documentation Section 
expressed the following opinions: 

a* During the postwar period the manufacture of docu- 
ments that have proven adequate in usage offered no difficult 
problem since the documentation -and police system behind the Iron 
Curtain’ has been even more chaotic than in the Western Zones, of 
Germany, In the satellites and Eastern Germany there has, until •' 
now, been little standardization* even at local level, « of paper 
stocks, print, stamps, water markings, and even of the color and 
form of the document in finished form. This situation is 
rapidly being altered and each of the satellites is now in the 
process of issuing or preparing to issue a standard and not easily 
imitated personal identification document. The main problems 
involved in overcoming operational difficulties which will occur 
from this new and standardized documentation in each of the 
satellites will be in the early procurement of genuine samples of 
the new documents and then acquiring the paper stock and ink 
necessary to reproduce the documents. The paper stock and Ink 
offers thd type of technical problem which RUSTY is not prepared 
to solve at present. , 

b. Some aspects of documentation work should be highly 
centralized. These are. in general, those aspects which are 
technical and in which {he time factor Involved is minimized. 
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however, -^o nvcS stereotyping the documents reproduced for 
intelligence purpose and thus rendering them easily recognizable 
by an established and publicized flaw or characteristic, the 
actually production of the documents with paper stocks and inks 
furnished from a centralized agency- should be decentralized. 



c. Some arrangement for the pooling of documents 
intelligence should be made since correct conclusions can be 
drawn only from the study of a large number of documents. In 
this connection, it would be highly desirable if facilities to 
photostat large number of documents from illegal border crossers 
could be established. Present document collection in Germany 
and Austria by all US intelligence agencies appears to be 
sporadic and uncoordinated. ' 



d. The lack of a wide variety in different styles of 
type has made hand etching the means by which a number of styles 
of type not otherwise available are reproduced. 



e. Personal contacts and an exchange of ideas and 
experiences with US agencies engaged in documentation work would 
be helpful. 



5. The details and documents involved in the cover stories 
for RUSTY personnel living in friendly territory is worked out 
by the G-l section of Dr. SCHNEIDER* s staff and, insofar as 
possible, utilizing genuine German documents. Only in instances 
where the procurement of a Western Germany document is extremely 
difficult or the time factor requires expedient action does the 
documentation group duplicate genuine German documents. Most of 
the members of the RUSTY staff have economic cover with some 
firm in the Western Zones and carry genuine documents indicating 
their cover. . : . 
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^ SBC DEITY PROCEDURES AND TECHNIQUES 

INCLUDING CE OPERATIONS 



1. The primary functions of 7 f closely coordinated with 45 , 
are three-fold; 

a « Direction of all field operations of RUSTY; 

b, Dissemination of EEI’s reoeived from the U.S* Staff 
to the various field Organizations according to capacity; and 

c* Control of operations and personnel through detailed 
analysis of incoming material* 

2, Prom the security viewpoint, a matter of special concern 
to the Cl Section, safety procedures already developed, or in the 
process of development, now give greatest emphasis to 

a* Security in reoruitment; 

b* Thoroughness in training; 

e* Continuity in detailed analyses of operations and 
report content; and 

d* Protection in operation* 

3* Field organizations are directly responsible for routine 
security checks of potential recruits* In approaching an agent 
prospect, as many as eight or ten casual conversations , are held 
during which political, veoonomio^ sdlitary and oilier ■ 

discussed in order to evaluate '-the prdppect ’ s 
orientation, intelligence, degree of competence -in- ^b^vaxib^ 
fields, and so forth* Generally, the -recruiter ,v - 
maneuver these conversations to the point where the reoruit himself 
first raises the question of intelligence operations* -£deologi>il 
motivations are considered baeioally the best proof against utirt- 
liability, and particular effort is made to find young ieh with a Z . . 
concrete and jwe stern-oriented 1 deology . Frequently this pre- 
liminary recruitment phase is done not by an ‘operational member 
of the Organization, but by the so-called n yorscher ,, , ah individual, 
whose own position prevents his risking compromise by engaging in 
actual operations, but who is, by the same tokem, in a position 
to spot and to sound out likely recruits* Where possible, the 
potential recruit is also put under .surveillance to determine his 
normal activities, or, if located in "enemy" territory, an attempt 
is made to secure western zone references for further ohecks* At 
this point, if still not .satisfied, the particular field organiza- 
tion concerned then requests traces from 7, submitting its reasons 
(in this case, a potential recruit; similarly, however, traces may 
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be requested on "s uspect" or "arrested" individuals#) The Cl 
Seotion then checks its oard files for derogatory information* 

If none appears, approval to recruit is normally given# If, 
however, the proposed level* of employment requires, the oase i s 
referred to. the Cl Organization in Germany (114) or in 
(4913) • Normal investigative procedures are used by the Cl 
Organization, including checks with the Kriminalpolizei, casual 
interviews with various of the reoruit f s western zone references 
and associates, organizational surveillance, etc# In addition, 
the Cl Organization may assign an Agent provocateur to determine 
the willingness of the recruit to work for the Soviets.* Inaspecial 
cases, such as in the recruitment of radio operators for sleeping 
nets, even after actual recruitment and training, periodic and 
unannounced cheoks will' continue, since the agents are expected 
to be Inactive for an indefinite, period of time* 

. x * 

4* The training program has been described in Tab 9 of this 
Appendix* Concerted support and improvement of the training 
urogram is given by the /Cl Section which prepares, from time to 
• time' what are known as "Hinweise" or operational hints; these are 
based on incoming repiorts and include such items as MVD operational 
interrogation t and arrest methods, known or suspected Soviet -agents, 
black lists of "intelligence sellers", etc. The -most important 
single Cl contribution to the training program is 1 the provision 
‘•of -detailed a coounts regarding all. "inoldentsV ^ cases of agent 
chain blow-ups,, arrests^ etc* This is a by-product of the so-oalled 
"Investigative Group 1 ? attached to the Cl Seotion df eaoh Sub-..', 
headquarters* This group, -usually made up o f e xp eriinoed eiipolioe 
officers and “officials ^ investigates /^all : oase*$f;Hip^ 

•4.- • ' l - \ . •• • ••••'*. *7 * V : '. ; , 

The or continuous and -detailed*^ 

tibns and report oontint v*l#' self evident*: - 
: pbmpaarison 6f inf ormatloh ^contained in opeiffiioh <aind -I nfor mation 
report bV with personality organizati onal >(l i^e a t hi;) > 

v- and eity ;{ive* names' of personalities and organizations ^ togbt£er 
.with Street addresses In any partioulaT nityfeoard files^^ .ffijfcihg 
possible rapid -warnings- tt> the field ^drrtid^aw . 

hgahi nssociatlon with suspect ?p6r8ohalities : and ^ "Oyganizatibhs> 
e^crVV or conversely, of conscious, and’ hence 
^ suspect ^ ; ’ V' ;1 - r /•- 

■ 6* The organization considers that operational protection, 

can best be effected through the close observation of all potential 
centers of hostile observation. This has led RUSTY to pay 
particular attention to the police, soviet and satellite missions 
and intelligence activities, KFD activities, dissident groups, 
and such special targets as the CSS* 
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7, Insofar as the po l£<0f are Qonperned, concerted efforts 
are made to establish olose connections with, and to place agents 
in, all levels of the various police organizations, including, 
of course, the various Ministries of Interior* Greatest priority 
of interest lies in the Border Police since these are stationed 
on the most critical points of communications between agent and 
headquarters* An attempt was made during the poet month, for 
example, to place a BUSTY candidate, one Kriminalret HERBERT, . 
in the long-vacant position of Chief of Border Polloe for Bavaria. 
In this particular case, RUSTY * a candidate had an unfortunate 
Party background and could not be considered for that reason# 

A quick review of various operations undertaken by Organization 
114 indicates, hpwever, that RUSTY's all-inclusive approach to 
the police is meeting with considerable sucoess. It further 
indicates that RUSTY considers the ability of the police, 
particularly in country areas, to provide assistance in the form 
of legalization, documentation, location of safe houses, etc., 
tp be of equal operational value with the investigative and 
protective services which the polioe are able to provide. It 
appears quite definite that these servioes are the immediate 
Justification for RUSTY’s detailed interest in all matters per- 
taining to the polloe; it also appears likely, however, that RUSTY 
is well aware that its eventual confirmation by a future Western 
German Government as the dominant element in any new GIS will 
depend in large part on the existence of cooperation, rather than 
hostility, between it and the only other organized German investi- 
gative agenoy. v *. -■ , 

g. RUSTY Cl operations against Soviet# satellite, and KPD ' 
intelligence activities, include such operations as 

a. The KUKOYICH case , involving a 'foiipij 

member, with lines covering Austria and Germany* and w^th-^^bir'fc";. 
neotions to Switzerland (CSS)and to Rumania* P£figlbiy $o 
Pauker herself. RUSTY has placed an agent in KUKOViOH , s dpart^ >: 
ment, as well as in several points in KUKOVTCH^s lines of opa- 
munioatlon# Although the immediate target of this operation la 
the organization of Communist Action Committees in Germany and 
Austria, some hope exists that it may possibly broaden into '■ 
Cominf onn implications. ; 

b. The Ansbaoh Soviet Mission or YAKUSHEV case, involving 
Soviet Mission recruitment of a RUSTY agent for its own intelli- 
gence purposes. RUSTY’s immediate target in this oaee is to obtain 
incontrovertible proof of IS activities by the Soviet Mission, as 
well ae to disclose the ramifications of such activities. 
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o, The "Bohemia" oase resulted in the determination of 
the opmplete organization of the Czechoslovak Military Intelli- 
gence, lte intelligence briefs, and lists of its agents in 
Germany and Austria, This operation, still being continued, has 
led to the arrest of some 20 proven Czechoslovak intelligence 
agents by CIC* 



9, The cases cited above demonstrate. clearly that despite 
attempts to confine Cl activities strictly to the; III A category 
(i*e, protection of own operations from hostile surveillanoe or 
* actual penetration), RUSTY has inevitably found. itself interested 
in and pursuing cases of a III C or III F nature (external 
observation, or actual penetration, of RIS and related activities 
as intelligence targets in themselves, rather than as oases of 
self-protection)* Thus RUSTY has exceeded the limitations placed 
upon Its counter-intelligence activities by the basic EUCOltf 
directive of 13 Ootober 1948 (Annex B) which states in part j 



"The Organization will oonduct only the minimum counter 
intelligence operations required to protect operations* 
No attempt will be made to penetrate the KFD or any 
foreign Mission without prior coordination with Head- 
quarters, 7970th CIC* Should a member of the Organiza- 
tion successfully penetrate an organization of oounter 
intelligence interest in the US Zone while in pursuit of 
Other missions, CIC will be notified without delay, end 
the agent either will be placed under the operational 
control of CIC or withdrawn if CIC considers such notion 
preferable* 

In pointing out that RUSTY has exceeded the limitations above, it 
is only fair to add .that the directive cited Is vpf: repentdate, 
and that RUSTY, although on occasion initiating jpresoribed opera- 
tions without prio^ coordination, has made every effort not obljr 
to inform CIC of operation, but more important, to secure as 
complete coordination as possible* 



JLO* This latter point deserves further eloboratio tfi-'Vv : 9heri;'i* ' 
absolutely no question but that RUSTY is not only willing, but is 
expressly, anxioute to hetter coordihetion of their operations with 
CIC interests and direction, for the accomplishment of which 
frequent recommendations have been made to the investigator that 
a competent and experienced CIC officer be assigned to RUSTY for 
direct and continuous liaison purposes* Equally obvious is the 
fact that RUSTY’e near-vehemence on this point stems from a clear 
recognition that the III C or III F (CE) type of case can be 
developed and carried to completion only by the use of executive 
authority, i.e, the ability to secure play material, to conduct 
interrogations, to make arrests, etc. Since such executive 
authority is in American hands, RUSTY is genuinely anxious to 
establish in such cases close coordination with a competent 
American axeoutive agency. Despite thin, desire, RUSTY reports 
that their relations are excellent with CIC in Munioh and Nuremberg 
only; elsewhere, due to poor liaison, a feeling of competition or 
even hostility Is more a pt q p 
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11. Three Inolosures are attached to this Tab whloh either 
reinforce or complement material contained In ttjfl paragraphs 
above? 

Incloeure A t A list of counter intelligence projects 
for providing information on specified 
targets. This list covers projeots 
completed, in operation, or in preparation. 

No attempt has been made at this time to 
record these operations in detail, although 
such details have been discussed verbally 
in some cases and although occasional 
reference to some of these projects has 
been made elsewhere in this Report, 

Inclosure B : A description of Organization 114 intended 

to give a general and fairly oomplete 
picture of the structure, size, functions, 
and operations of one of RUBTY's Cl units 
in the field. Again, no effort has been 
V made to cover each of 114 * s operations in 

£ . detail. 

Inclosure C : A description of emigrant groups as seen by 

RUSTY, including a brief description of 
RUSTY* s main interests and connections with 
•** these groups, 

12. In summation of *the above comments and those /contained 

in Inolosures A - C, it appears at this moment that the following 
tentative conclusions may be drawn? • ** 

a. Recognized pr oc ed orb s d e signed to obtain maximum 

security in recruitment, training, and operationa have been firmly 
established in principle by RUSTY. : 1 

b. In the majority of cases, these procedures appear to 

have been understood, accepted, and put into practice in the j . 

field more often than not. (It should be noted, however < that a 

Cl organization would be more apt to obserye such procedures In 
toto than a positive intelligence organization. ) 

c. Generally speaking, extensive and detailed biographical 
-and other agent control material is collected, reviewed, end re- 

tained at the Main Residentura (and Organization) level* 

d. Minimum agent control material !b received and 
incorporated into central agent files at headquarters level. 

e. The weight of any decision, therefore, to recruit, 
to continue in operation, or to fire agents rests with the Field 
Organization.' which has available to it the greater portion of 
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agent control material and of the details of day-to-day opera4^^ 
such decisions are, however, always subject to final review ana 
confirmation or veto by headquarters* 

f* At Field Organizational level, control and security 
of operations in progress is based primarily upon continuous 
analysis of the agent's day-to-day operational activities, coupled 
'with detailed background knowledge of the agent *s capabilities 
and limitations j at headquarters level, control and security of 
operations in progress is based primarily upon continuous analysis * 
of internal evidenoe in reports submitted, coupled with comparative 
material contained in other reports and in the personality, organ- . 
ization, and city files* 

, g, RUSTY appears to have made, and to be making, 
considerable headway in penetrating, controlling, and/or establish- 
ing dose cooperation with the various police agencies in Western 
Germany, for the express purpose of procuring additional protection 
of its operations, and of securing subsidiary police services in 
investigative, housing, documentation, and other similar matters* 

h# Cl operations have been extended into the CE field 
with come success* ' 

i> Complete exploitation and development of RUSTY's 
CE potential cannot be accomplished without the use of executive 
authority; at present, if CE operations are. to fae developed end 
extended yv- the solution must be found in the establishment of 
close coordination and cooperation between RUSTY and some American 
•executive agency* 
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TAB 6 
Inclosure 1 



1« Counter Intelligence projects for providing information 
on specified topics have been completed, are in progress, or are 
in preparation, «s follows* 



a • Completed or Under Operation * 



Detection and observation of Soviet IS connections, 
especially in the following cases* 



(1) CSS (Centrale Sanitn ire Suisse). 

(2) Organization and structure of the Soviet News 
^genpy (SNB) in Thuringia. 

( 3 ) KUKOVICH - Communist action committees. 

(4) Jewish-Communist underground movement. 

(?) YAKUSHEV Case; evidence of IS activities by the 
' Soviet Mission in ".NSBACH* 



( 6 ) SCHACHT C^se-; Soviet economic espionage. 



(7) Terror group of ZERGEYEV. 



( 8 ) Y/ARSAW-Polish IS in the Western Zones of Germany. 




(9) Continuous observation of individual emigrants 
and emigrant organizations regarding their IS 
and political activities. 



(10) Continuous observations of the police forces in 
the Soviet Zone’ of Germany «nd their penetration 
• by the NKFD* 



(11) Operation “Bohemia 11 1 * Organization of the Czech 
Military Intelligence Service. Information con- 
cerning 48 agents operating in the Y/estern Zones 
of Germany.* who were arrested on charges derived 
from this infonfi* tion* .* Information concerning 
agents in Austria. Original material of a Czech 
IS agency (orders, directives, etc.). 



(12) III/F action concerning the Czechoslovakian Con- 
sulate in MUNICH . Promising wort by an agent of 
this project, who has direct contact t 6 the 
Czech Vice Consul Dr. BENES, Most valuable 
information has already been obtained. 
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' ' ORGANIZATION 114 



r \ 

Tab' 6 

Inclosure 2 



1* Organization 114, a Cl Organization subordinate to 
Sub-Headquorters 17? is located at Gerwigstra sse 36 in .Karlsruhe. 
It is headed by Mr. LEIDL, a former Abwehr sergeant with wartime 
experience on the Western Front. .The five-room apartment 
(including kitchen) at Gerwigstra sse is also the ’home of Mr. ‘and 
Mrs. LEIDL who have retained control of the extra room used as 
the Organize tionar*off ice by listing it with the Wohnungsamt as 
the office of a small firm owned by Mrs. LEIDL. . ...... 

2; LEIDL* s staff consists of 



a. -A reports sifter, who is also responsible' for re- 
casting EEI's in form suitable for use in the field: 

/ 

b. * deputy to a. above who is ‘also responsible for 

working, on 114>s emergency evacuation plan; . , 

c. A typist/secretary; 

d. An administrative officer; 

e. A Cl instructor (Wuehlmann) stationed in Heilbronn; 

f. A part-time secretary, . drawn from Mrs. LEIDL’s firm; 

g; A courier;’ 

h. Two drivers, used primarily v on the courier run to 17»‘ 

. 3*. 114 has a total of some 400 people working under it 
directed by the following Main Residenturns: 

/Hith center in Mannheim. The chief Is 
a former Intelligence radio monitor. Primary task is to, protect 
posit ive intelligence organizations operating out of the AHb 

No;* wfi 1 1 e n EEI 1 s are sent to the and, in . . 

^'or^r^tcT ^ vo id ~the Cassal is used ns a /collecting- point for 
written material being passed to Mannheim.. r&=>-r<Jt— c 



b, Odenwald . excluding the Rhine plain, with center 
at Eberbach. “ The chief is a former police colonel in the General 
Staff. Primary task is to survey the area for likely safe houses, 
disposal places, etc.. No special cases are being run by this 
Main Resident who has, however, some possibilities in the 
direction of the Hessian Border Police. 



— % r»*« .i*i* F"' 
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iv Hesse f .from Frankfurt to Cass*l. Cl 



XiiviTAi c# Hesse, -from Frankfurt to Cassol. Chief is a' 

K^imirmlret and former chief of German MP'g during the w«r who. *' 
has, therefore, good connections with the Hessian Ministry of 
Interior, the Frankfurt police, and also with Trade Unions’-in 
the area,. His primary task is'the surveillance of Soviet and 
other foreign missions in the area, "Due' to his connections 
with the Frankfurt police he has managed to hove two policemen 
• assigned to 24-hour surveillance of the Soviet Mission there. 

He has good connections wit h the former director of the police 
schooin^ the present chief of the 

Other duties Include investigation 
of JRUSTiincidents in the Soviet Zone and the interrogation of 
Antifa personnel.* • . " - 

d •" Coburg , from Hesse to Passau. Chief is « Krimfnal- 
rat. Primary task is to. survey the entire US-Soviet Zone border 
area, including the areas of Wuerzburg *nd Nurnberg. .To 
accomplish this task, he has attempted to establish a network . 
in the Border Police for « depth of 25 kms. on each side of -the 
border." On the US side, there is no crossing point which has 
less than two RUSTY personnel in the border police. At present, 
due to personnel changes on the Soviet side, attempts to 
organize contacts in’ the Soviet Zone Border Police a rd strictly 
limited to vetting various '.individuals, through a third person. 
Coverage of the border is considered an. important task, particular- 
ly in the event"that the air bridge'to Berlin may cea-se- This 
Main Resident had also established a residentura in Berlin, now. 
'directly controlled by LEIDL himself. Courier lines, using the 
transport firm of SCHENK *A Co*, are still, "however,, being run 
from Coburg. Considerable effort is also-made to cultivate con- 
tacts in the Land police, both in drder to be; informed/ as to 1 v 
people coming into tha*'are*f for short periods of time, and .(in . 
order to obtain necessary assistance in housing,, legalization. ; ' 

and other living problems at present subject to tight regulations, 

e, Munich ;' including Ober-Bayern south"to .the Austrian 
border and west to and including Ulm. Chief is an ex-leader' 
in III H OKW with good connections into the. Munich Kriminaipolizei, 
Primary task is the * external security of the Compound ±r\ Pullachy 
In "Addition, however; he is running a group of Germ«n-bom. *' 
Russians, 1 <Due'*to the fact that personnel of his ’Residentura wer^ 

former police and/or Gestapo personnel who 'in -their previous 

pp sit ions h«d concentrated 'on then illegal KP activities, this' 
particulor Main Residentura is also running «ctu«l penetration — - — 
operations with sufficient success to enable it to hope that it 
will be able to prove (illegal) cooperation between the KPD and . 
Sovie.t Missions in the US Zone, and ultimately with the Comin- 
form. 
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f. North Wuerttemberg y with center jLn Stuttgart. 

Primary task is' to w^Ttch Jugoslav and Soviet missions in this 
are®, the CSS, And to build up files x>f all Ant if a personnel 
among returning PWs processing through the Ulm-Kienlesberg 
camp. This Residentura has two ministers as agents, the 
Minister of Economy, and the Minister of Interior, and hopes 
from the latter to be able to have a Cl controlling interest in 
all key police positions in Wuerttemberg-B«den within the next 
two to three months. <\galn, basic interest in the police lies 
in their ability to make basic investigations without cost to . 
RUSTY, end to assist in matters of housing, ration cards, etc. 
Another factor which is making the police increasingly : 

important is that MG is now allowing the German police to -enter— * 
DP camps, etc. 



# g. Berlin , which previously was under the Coburg Main 
Residentura. Chief is *n ex-Colonel in OKW III, and one of his 
principal assistants was formerly chief of Admiral CANARIS* 
"Hauskapelle" , i.e, the protective group for the top staff. 

Both, consequently, not only have special connections with III F 
personnel, but since they are well-tfasted by ex-Abwehr personnel 
are able to establish working relations with persons now living 
in the Soviet Sector of Berlin who would otherwise be reluctant 
to expose themselves. Primary tasks are the location of MGB 
(and MVD) installations and personnel in Karlshorst, the 
development of high connections with the SED and other Soviet- 
sponsored organizations, the surveillance of "cultural - 
Bolshevism" targets (Kulturbund., etc), and the surveillance of 
Consulates General and Missions of the various satellite 
countries. Within the past six months this Residentura ha* 
established connections with a woman in an MGB office in Karl - 
shorst (although complete control is not yet certain) $ ‘mot only 
has an agent in the Jugoslav Tr®de Mission, “but also controls 
the chief Berlin agent of the" Jugoslav IB; and has two agents 
located in the DWK and the Transportation. Administration 
respectively. ~ In addition the chief of- the Soviet Zone police, 
school is an agent. Through him are obtained such information 
as names of students',' schedules, names of political commissars 
within the police, names of high-ranking MFD officers 'going 
through the school, the entire organisational plan fo* * the Soviet 
Zone police, monthly copies of the*‘police "Fandungsbuch" (record 
...of . searches; etc. This residentura is hopeful that within 
another Jmlf year it will h«ve agents placed in all main offices 
of the Soviet Administration. Such coverage- has already 'proven 
of v°lue to the positive* intelligence personnel by forewarning . 
of surprise dragnets, arrests, travel controls, etc. 
ffee.'yicA 

h. fUBBUBtLi with center in Gernsbach. This was 
described as a small "illegal" (because not authorized by EUCOM) 
residentura originally established because of strong communist 
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influence in the S*curit4 which necessitated, therefore, special 
efforts to. protect operations running through' this Zone. Chief 
ho s been an intelligence off icer“since 1926, *nd lives in 
Heidelberg where he pre viousl y hod been * (University professor. 
He is popular with the ^BBBP^SSc^'se^h^WV g known “Vs ananti-^ 
Nazi in Alsace, and the 




are Imaware' of his intelligence 
lessening of communist influence 
m xne past; year, tne primary- task continues to be protection 
of operational lines through the zone, plus surveillance of CCS 
activities in th«t area. 



experience. Despite apparen 



vi 



- i. Ka rlsruhe . ) This is a ‘Russian group headed by one 
SONIN, an ex-MVb Lt . Colonel who had received special MVD 
schooling and had had Cl experience in the"P®r East. He" deserted * - 
to the Germans in 1943, served in the OKH as an interpreter*, 
and later as an interrogator at ECIC. LEIDL developed this* 
group very cautiously, particularly since it was nearly V half 
a year before he became convinced that Russians with current 
knowledge of JUS experience, etc.y were absolutely* essential in 
the Cl field In Germany. . S0NIIf was closely investigated by LEIDL, 
who also tested him with knownrEEI 1 s, «nd vin'addition had both 
the Munich and the /Stuttgart Main Residenimras watching the " . 

SONIN group. Finally, SONIN requested Russian- speaking Germans 
in each . of 'his Residenturas, which provided LEIDL with yet 
another means of"checking on his activities. * S0NIN + s group Is about 
100 strong now, although it was carefully buiit up according to 
the best MVD principle srof organization. Primary tasks are to " 
survey all Soviet"and 'satellite missions, and secondarily, ©migrant 
groups. In special cases", such as doubling, SONIN is used as 
interrogator," SONINA interpreter speaks excellent Polish, . and 
has built up small. Polish net which includes personnel .in . the 
Polish Consulate .General in Munich. According to LEIDL ^ very 
little is known about the Polish IS since the. Poles, have profited 
considerably from past mistakes. Since, however, Germany has 
* some 700,000 non-DP~Poles, Polish intelligence activities.* re 
considered of special Cl significance. 

■j. A Hungarian group, headed by a former "General -of • ' * 

the Gendarmerie", chief of "Rote Abwehr", and contact man with 
Warsaw, was passed to HDSTY by CIC Region IV* It was given the 
■ assignment ;of determining the existence or nod-existence of- the 
MGB/MVD in Prague and Budapest, and of developing an accurate 
pibture'^of Hungarian IS and- Communist Party activities and 
organization, with the Cominform as the eventual target. Although 
the group he $ good connections with the Hungarian Ministry of • 

• Interior and General Staff, LEIDL considers them the most untrust- 

worthy of all Balkah groups. Off and on this group has attempted 
to re-establish American contacts, in the process of which 'they 
have exaggerated their own importance. Finally, the group’ 
operated over a year without cover, and therefore LEIDL considers 
they must be compromised.. The group has been given until March 
1949 to prove their organizational ond intelligence value. 
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ossibly this is the group which was 
reported in. the Spring .1948 by C- -^3 

to be objecting strongly.* to .control by" 
former German General Staff Officers* and 
to be seeking direct American contact. 

i *- • t • 

4. Several cases are perhaps worthy of special mention: 

a. " The "Soviet Mission Ansbach tf or "YAKUSHEV" case: 

This case was developed 'by the German-Russian group under the” 
control of the Munich Ma in Residentur*. After a year and a half 

- of surveillance of suspect personnel, this specific operation 
developed upon the recruiting of a HuSTI agent, a former MVD 
major living in Augsburg as a DP, by Soviet * gerit~ YAKUSHEV who " — —a 
informed the RUSTY agent that his recruiting wag subject to the 
final approval of the Soviet Mission in Ansbach. The immediate 
aim of the operation is to obtain conclusive proof that the 
Soviet Mission is engaged in genuine IS activities. The case is 
being coordinated with Cl C Region IV, and' play material has been 
obtained both from CIC and from Lt. Colonel Berry, USAFE 
representative with RUSTY. _ v / _ 

-- J5Afrt3 n -trOrl • 

b. One of the agents, of "the Main Reslden- 

tura operating”in the Pfalz (primarily on the CSS) came in con- 
tact with a small group or "circle" of Strasser followers who 

.are organized in Germany under the direction of a certain 
PARTEHEAU. Followers are located in Berlin and in the three 
western zones. "A meeting'was held in Tub ingen" several months 
ago to discuss arranging a license to operate as a group"under 
the. title of "German Union". The RUSTY agent, who owns a book- 
store in Berlin, attended'this meeting where, throug h a Be rlin 
member of the group"who had good "relations with the ey7C 1 

/ was ask ed to undertake building an intelligence net for "the 

in Berlin. . RUSTY authoriz ed the agent tb go ahead, and • * 

fyz & cy) present, completely a t UBID9 expense , he is running a net 

directed exclusively against the Soviet Zone. His net is now 
turning out daily A PO and vehicle numbers, traffic from Soviet * 
i telety pe line.s, etc. Reports are turned over to the controlling 
/cr officer in the. Zone rather than in Berlin. E ach pouch 
therefore goes through. 114 en route to the^plSS®*,' and' slnbe 
all'reports are submitted in two copies, 114 extracts both copies 
of all - * top reports, and the carbon copy of all the oth er repor ts p 

v ~whicfc are then marked to indicate that the ha ve~ thtf — f=fe&Y\ck 

original." This operation represents, of course, penetration of 
th e FIS, and 114 admits that inevitably it becomes* aware of cer- 
8, etc. It emphasize, however, that its primary 
interest from the very beginning has been in the "procurement of 
positive intelligence without expense to the organization. 
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5* 114' s primary overall function as » Cl organisation is 

to protect the security of RUSTY 1 s positive intelligence opera- 
tions* Thus, in addition to providing security for active • 
operations and related assistance in the form of safe houses', 
ration cards, etc*, 114 is also asked to investigate potential 
recruits of the various <t>ther Organizations* Normal investiga- 
tive procedures are used as described in para* 3 , this tab* 



6 . 114 devotes equal attention to its own recruitment. 

After biographical and other material comparable to American 
agent control material is accumulated, a decision regarding 
employment is made by the Ha in Residentura in consult* tion with 
114 arid the instructor* This material remains in the permanent 
files of the Main Residentura, but, once satisfied that the 
recruit is reliable, all copies in 114;*re destroyed after the 
following basic information has been extracted: 



Name 

Address 

Marital. Status 
No* of Children 
Kennkarte No. 
Political Orientation 



Date of Recruitment 



Date of Birth 
Telephone No. ‘ 

Wife's Nome 
Profession 

Physical Description ? 
Organizational Assignment 



Note : It is this basic information, now retained at 

Organizational level, which ICO ( 7 ) is gradually 
bringing into its central agent control files. 

?♦ Since the training school (107) trains only positive 
intelligence personnel, 114 has its own Cl specialist as an 
instructor. The : size of 114 prohibits regular, and thorough:" 
training of the some. 400 members, and consequently an assistant 
instructor is assigned to each or the Main Residentura s. These, 
assistant instructors visit the ‘instructor twice a month, 
bringing with them all raw reports collected'since the previous 
meeting^. »nd‘ discussing them, together with any* other, problems,' in 
order to get the benefit of the instructor's advice; In special 
operational cases, the instructor will personally take charge^ 
but the appropriate assistant instructor will share in the training 
program* 



Note : This description of the instructor's duties rn^kes 

it apparent that ’to a certain extent he combines 
the duties and ‘functions of »n operations officer 
with those of a training officer. 
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areas, training is usually done in 
small hotels of the type catering to salesmen, sm«ll business ' 
men, etc. In. addition, the Organization has the use of two pri- 
vate hunting lodges, one for routine training- and the other for 
radio training. The advantages of these lodges are two i they 
are on private and isolated estates, and as such, are not subject 
to police investigation, * 



. 9, The instructor himself lives in Heilbronn in a house 

which is used for disposal cases. This gives him an opportunity 
/to interrogate incoming personnel for operational details as to 
why they were blown, etc. , enables him to check such personnel 
for. possible penetration cases, and gives .him time to locate 
housing and new employment for them. 

10, An Emergency Evacuation Plan, keyed to the over-all 
RUSTY plan, contemplates the movement of some 240 persons, 
including families, south to Singen and thence, if possible, to 
Colmar, an area which LEIDL knows thoroughly and in which h© has 
a * number of professional (wine merchant) friends. Sleeping 
agents are being developed under the over-all direction of 17, 
and some 45 radio operators are being investigated for wa retime 
use. Emphasis is on radio since, from the Cl viewpoint, LEIDL 
believes "radio play" will be the main target. The plan pre- 
supposes that the first organized line'of defense will be along 
the Rhine, and that approximately 15 days after the start of 
hostilities direct”cont»ct can be made with the US ft rmy. Adequate 
transportation is available or arranged for, and rations for 15 
days are being collected or have been requisitioned. The main 1 
administrative problem still to be solved is the stockpiling of 
adequate gasoline reserves in Singen. 
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1# Although RUSTY states that its primary interest in keeping 
an eye on the various emigrant group* is for the purpose of pro- 
tecting its own operations from hostile surveillance or actual 
penetration by any of these groups or members thereof, it is 
apparent that over-all RUSTY interests' fall in four parts; 

a. Protection of own operations (III A); 
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b. Collection of positive intelligence by these groups 
or individuals, thereof; 

c # Construction of a complete and current picture of the 
most important emigrant groups for the immediate purpose.of better 
evaluation of reports submitted through these channels; and 



d« Surveillance of known or suspaoted hostile intelligence 
agents and activities which, although not essentially directed 
against RUSTY elements, are -of CE interest as intelligence targets 
in themselves (III C or III T)\ 

2* RUSTY makes three broad classifications of emigrant groups: 

■ a# Russian groups; 

b« Ukrainian, Polish, and other non-Russian groups within 
the Soviet Union; and 



o« Balkan groups* 

RUSSIAN -GROUPS (see Attachment 1) : 

3« Until recently* :-a clear-cut distinction was made between - t 

the eo-oalled "Old Emigration" and the "New Emigration"* Recently, 
however, the two groups began to come together in the AZODNR 
(Anti-Communistio Center for the Liberation of the Russian Peoples)* 
Nonetheless, ideological convictions are usually all that remains A'"'l 
to emigres, and one ^eomaion-characteristlbi therefore f of all 
•migrant groups la the adherence to a narrow Ideology, all devia- 
tions from which are hated and slandered* Despite partial unity 
.obtained in thd AZODNR, therefore, strong suspicions and anti- 
pathies still exist between the two groups, with the "new* emigra- 
tion aocusing the "old" of being politically disinterested and 
living primarily for its own well-being, or that its political 
views are based upon ignorance and lack of experience with present 
developments in the Soviet Union; on the other hand, the common 
acousation leveled by the "old" against the "new" emigration is 
that it is unfamiliar with non-Eolshevistic, i*e, democratic 
concepts, and that it is not really anti-Communistio* but is merely 
fighting excesses of communism, (For this reason, RUSTY, when 
evaluating the olaims and counter-claims of one group vis-a-vis 
another, habitually extracts 50 - 60# of the comments 06 being unre- 
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in the main 1b comprised of organiza- 
tions formed between the Revolution and 1922, and it® ranks are 
primarily filled with veterans from White Russian armies. The 
three principal organizations are 



(1) WMS (Supreme Monarchist Council) , a small Motion 
of old-timers adhering to the eonoept of Czarist rule. The monarch- 
ist idea Is not popular, and the group is therefore small. Nonethe- 
less, it has some olever individuals, the most important of whom is 
a Mr* S, RURXEW. and it is determined to" play an active part with 
the New Emigration. Due to its activity it does, in fact, play a 
larger role than that to which its numerical following should entitle 
it, 

(2) NTS (National Workers 1 Union), described by 
RUSTT as an honorable and reliable group whose principal preoc- 
cupation, is with the vocational training and placement in various 
Western European countries of 'Its second generation. It* has taken 
great oare to avoid penetration by the Soviets. 

, (3) HOWS (General Russian Veterans* League), 

established in the early 1920 , s in Sofia, and eomposed of the 
majority of emigrant veterans who fought the Communists during the 
Russian Revolution. Its leadership is quite old, being headed by 
Gen. ARCHANGELSKI, who is over 80 years of age. ; 

b# The New Emigration received its organization impetus 
in 1944 with the publication oi the so-called ^ylajpsoT Manifesto" 
in Prague whioh outlined -two main points, rtlie 

Bolshevism, -and the right of self-determination of future: govern*- 
ment(s). Since that time the principal groups whioh have arisen 
or have been modified are . '-v-v/.;:-- 

(1) KONR (Committee for the Liberation : .ot the :Busfllan-v 
Peoples) , founded by Vlassov, and out of which two main subordinSto : 
groups developed! : * vV- • 

(a) ROA, the political element of the KOHR j and ♦ 

(b) BSM (Fighting League of Russian Youth) > tie 

militaristic and youthful element of the 

' KONR#* ■ * ' v 

= (21 SBONR (Fighting League for the Liberation of the 

Russian Peoples), an outgrowth of the BSM, whioh developed intel- 
ligence and propaganda functions* 

(3) SAF (League of Andrews Flag), whioh contains 
elements of the earlier ROA. and whioh also has close associations 
with the-SBONR. Considerable influence is exercised on this group 
by Gen. gLASENAP. 
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(4) AZODNR (Anti- Communis tie Center for the Libera- 
tion -of the Russian Peoples}, formed recently and claiming leader- 
ship of all groups, not only of the New Emigration, but of the Old 
as well* It is reoognized by the majority of the groups, derives 
its leaders primarily from the Old Emigration, and its followers 
primarily from the New, and is, in a sense, the huoleue fora 
united Russian Government-in-exile* After its formation, however, 
a split 6Q$ured between two of the important, leaders , KROMIADI 
and GLASENAP , and the la tte'r withdrew from azqerr, together with 
hie principal associates* AZODNR, however, retained control of 
SAF by decree* Because it is the strongest central authority in 
the over-all Russian emigration, AZODNR, together with SAF and 
SBONR, appears to have been fairly well penetrated by the Soviets 
(see names in red on Attachment 1 ) * 



.©# A new factor in the Russian emigration picture has 
app eared recently in the persons of a Mr* fnu DALIN -and Mr* fnu 
NIKOLAJEWSEI, both former members of the pre-revolutionary Social 
(Democratic) Revolutionary Party, and men with Menshevist leanings* 
Both live in New York* In 1947 » NIKOLA JEW5KI toured Germany for 
the purpose of recruiting followers, and this year LALIN had meet- 
ings with nearly all of the Russian groups for the purpose of 
organizing a new socialist Russian emigrants 1 party* Although the 
Old Emigration refused cooperation, DALES gained come followers in 
the New* particularly in the SBONR, and to some extent in; the 
- AZODNR, itself* The final outcome of these diecuasiphB is not yet 
clear* but numerous miscellaneous socialist ■ ■ ^a.n<L. » 
appiuf to be xepf e s entative ; ©f the LALIN y 
■ Also interesting^ ln this oonnec tion is -a ;;receht';R'TO ' : :; 

ths Effect *hat *he ^*S* is^interested dn;^*tabU.^ ' 

. propaganda Center^ to be 

influence the Russian >efl&gr*tlbn :i ae‘a whole" ah& : ^ : XT* S# / 

viewpoint 11 * LASKI, a U*s* citizen, is said t o ha vd re 4 
as an advisor* BALIR, who • p ufcil shed two books in Pari s during the 
War. with pro-Soviet leanings, is not considered by ;RtJS^ to 'be ' . 
representative either of the Russian emigration or of the U.S. 
viewpoint* 



4* ROSTT f s own, positive intelligence cbnneotiphs with the 
Russian emigration Originally resulted from the pres sure for 
production in the Fall of ,1947 r Which time Mr* BaSOER dealt 

with the various groups on a g roup rather than individual basis 
for the purpose of utilizing their connections and channels for 
the transmittal of positive intelligence* Primary Connections 
were through BARANOWSKI (F) and GLASENAP, Experience, taught , 
however, that considerable political problems were inherent in 
dealing with groups as a who?*e and with being responsible, there- 
fore, for their over-all security and protection from interference 
by local agenoiee* It was therefore deoided to work solely with 
BARANOWSKI {described as an a-political and professional intelligence 
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man) who would be totally responsible for the security and welfare 
of any groups or other individuals he might oare to use* For a 
year and a half, therefore, RUSTY* • operational interest on the 
' one aide lay in BARANOWSKI as an individual, and on the other side 

in GLASENAP and his intelligence associated as 7 a group, i*e. 

RUSTY provided group , rather tiian individual protection* (GLASENAP* s 
group contained a number of German Staff Officers)* GLASENAP 
beoame, however, more and more interested in politics, and several 
months ago, Dr« SCHNEIDER decided to drop him, while maintaining 
some social contacts. GLASENAP agree#, though somewhat reluctantly, 
that RUSTY could deal directly with the German offioer who took 
over direct control of the intelligence activities of his group, 

5* Politically, RUSTY considers that the ADZODNR is the most 
representative of all Russian, groups, although its leadership Is 
not unchallenged, end although it is to a slight degree penetrated* 
The latest declaration of the plenum asking for support of the 
emigres and. for a definite statement from the Western Powers as to 
how they Intend to handle the Russian peoples after the defeat of 
the USSR indicates that the ADZODNR is definitely seeking unofficial 
baeking* RUSTY is at present translating a study on this question 
which was initiated as a result of discussions on this subject four 
or five months ago with Mr* Dulles, Mr. -Of fie, a Mr, Davie, and ' 
others* 



UKRAINIAN GROUPS (see Attachment 2) i 

6* The political complexion of the various exiled Ukrainian 
groups ranges from the leftist URDP (Revolutionary Deiw>cratib ^ 
Party), with an even more leftist and euepeot sub-group, the , URDP(s) 
in Regensburg, to the extreme rightist OUN(RQ pai^y , 

standing for the fasclstlo principle of a one^piarty ^OT erta apd, 

one -party state* V s ': v".*.' V 



7* After the war, the problem faoed by the various groups . 
(see attachment) within the Ukrainian emigration was, one of effec- 
tive unification* Finally, in July 194$, the UNO (Ukrainian 
National Council) was revived with the support of all groups V 
except, the Hetman Party* To get Bandera *s cooperation, UNO made 
the. concession that Bandera should be responsible for partisan 
activities in the Ukraine and that he should still be entitled, to 
continue UGYR (Ukrainian Insurgents Army)*. UNO then procedad ; to 
the election of UNR (Ukrainian National Government)* SometimeJ?; 
thereafter, both the leftist parties and Bandera withdrew their 
support from the UNR with the result t hat today UNC is supported 
by all parties txcept the Hetman, but UNR, under UNO, cannot rely 
on the wing parties* 
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8, RUSTY if beginning to believe that UPA and UQVR have 
been highly over-rated, oiting the fact that when the Soviets - 
started their laat attempt to smash UPA in the Ukraine, UPA 
personnel trickled out by the dozens only. In RUSTY* s opinion 
the influx into western areas would have been far more considerable 
were there in faot strongly organised a'nd numerically large. URA 
bands operating in the Ukraine. Even within OUN(R) (Bandera) the 
same doubts appear to be gdinlng .circulation, partioularly' at the 
"followers" level, and questions have been raised as to' what 
courier channels exist to the Ukraine , as to where money collected 
from Bandera supporters is gain& etc, A RUSTY agent,’ described 
as "absolutely reliable", and a member of UNR, hasalsoinformed / 
RUSTY that he doubts the existence of UPA in any form other than 
small groups hiding in woods :for- self-protection, . abd that UNR*s‘- 
lip-aervice belief in the existence of well-organized UPA groups 
is to- a large extent due to the desire to secure Bandera's 
cooperation and thus to attempt tolmaiatain as united;- i" front ae 
possible within the emigration. . The' majority of the r 'ihtelllgehtsie 
among the Ukrainian emigration, including those who • are post-war A ^ 
emigrants, follow the UNR, and not the Bandera Complex, RUSTY; " 
points opt that these comments and tentative conclusions might' 
be valid in the event of war,- in which -base Strongest support 
within the Ukraine would be given to any group or groups,' regerdi 
less of other political factors, who offer liberation from Russia. 
At present, however, RUSTY has concluded that the entire OUH(R) - 
UGYR - SPUGYR - UPA complex should continue to be .watched biit 
deserves little consideration in terms of ntatefial- shpitort. thd. 
offer-reaching intelllgenoe usefulneBS, UHC and;U»n ar« eited. . 
as the central organs most deserving of support^Vlf iighy • " 



Hote l -.itf stay . be. df isome Interewt/liLcoffiBa ring tgeae .cbm aientS'rand / • 
remarks with thbab?contained in note. -:' 
. that the meln sjpuroe of the latter, Brihiooh. 'together with’Lebed, 
have been fired within the past several months ' .ao cordihgto'ah 
unevaluated RUSTY report, •- ; :* •, • ‘ 

9, selow the levels- diaeusped aboye are three main crgahiza- 
tionp representative of peoples pohtaijjfd Hi thin the >6undarif g 
Ot the USSR who ere absolutely^c|ti^^|^'« ■’ 

" ABN (Anti-Bolshevik Peoples < Block), comprised . ■ . 
primarily of Ukrainians and at' present headed by STETSEO , and 
propagates the conception of a Greater Ukraine, freed from the 
Bolshevists, • 



'to. Promethean League of the Atlantic Charter, 

... f £ t 



„ . . founded 

in Warsaw, and propagates the concept of ah "inter marium" nation, 
l,e, from the Baltio to the Black Sea, under the hegemony of Poland. 
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o. "International of freedom", which is made up ©i 
jalkan and Caucasian nations ,and attempts to include all na tx 
of Slavic origin ruled by Moscow* It appears to be penetrated 
by the Soviet IS (red-lined names on Attachment 2) ♦ The Interna- 
tional of Freedom is supported and influenced considerably by a 
cosmopolitan group meeting generally in Traunstein pn a social 
basis* 

4* These three groups sometime ago agreed to form a 
representative top organ, the ALON (Anti-Bolsheyist League of 
National Liberation}** This, however, never developed beyond the 
paper stage, and at present seems to.be supplanted by the so-oalled 
"Federalist Club" which is being founded in Munich under Polish ; 
leadership and with a program of self-determination for all non-' 
Russians* 

Note ; Schandruk, described, as questionably from Cl viewpoint 
and as an "intriguing and opportunistic turncoat", appears quite 
active in the formation of the Federalist Club which may be, in 
fact, the new "Ukrainian intelligence servioe" in which h e has; 
been attempting to interest U*S« agencies (see tiBSSlSiBP 
related, references). d ^ 

e. Two other groins of minor interest are 

. \ ’ .• . . 

(1) BZR (Byelo-Russian Central Council), headed by 

one OSTROVSKI , which wants a separate and independent Byelo- 
Ruesion state with friendly relations with a non-oommunistic Russia j . 
end '•’••• | ' • 

(2) . RBER (Council of Byelo-Russian Pbbples» Republic) , 
or "Kriviohi", which has the same aims j but wants orientation * 
towards Poland* 1 Thiels an : active group * arid < for some ^tim* 
received financial, support from the London Polish-government-in^ . 
exile * Interesting is the Report that reoently it got in tdiioh ' 
With the Polish Mission in Regensburg, from which some slight 

s import was received* ^ 

10* Borne of ~ RUSTY* e contacts with the : varibus Ukrainian groups 
are shown ^underlined in blue) 1 on Attachment s* In addition, . 

J \ : 66 has two radios set up and working in Poland and in s 

Slovakia using Ukrainian channels* Soma use has been made of 
TJNR’s boarder crossing points and courier lines for the transmittal 
of information# RUSTY also has a line into the SFUGVR dud, at 
Bandera 1 * request for a "high American contact", is making arrange- 
ments for Capt* Waldmann to meet with Bandera and stetsko some- 
time between 16 and 20 December* RUSTY believes, however, that 
this meeting represents an attempt on the part of Bandera to bolster 
a progressively weakening organization* 
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11, flUSTY has practioally no current information on the 
activities of Polish emigrant groups other than a very few reports 
on WIN and on the activities of.MIKOLAJ in Regensburg, the latter 
being spa smOdioally reported on by the Rt^TY agent in UNR. 

12* RUSTY has limited information ^a:^he-\Gz 0 ehoslovek."oinigra» 
tion which they divide roughly ipto five f :prinoipal groups, the SIDCR 
group f strongly Catholio, pro-pplish, and for an independent 
Slovakia; the, Constantine CULEN: group , also for an independent 
Slovakia, but opposed by the SIBpR group which aooueea CULBN of 
being a Communist; the DURCANSKIi gro up , into which RUSTY has aomo 
ohannels, which appears to have some support from Eva PERON and 
tfhioh has established a Slovak Apt ion Committee in Argentina ; 
the PRCHALA group; and the new Czechoslovak emigration, RUSTY 
does not make use of any of these groups for its operations into 
Czechoslovakia, and consequently does not observe them, too closely. 



BALKAN GROUPS 

13. RUSTY subdivides the Yugoslav groups into Serbs and Croats, 
with the latter of which it has had no connections « The Serbs 
generally support King Peter und^er whom, through Gea. ZIRKOVIC , 

are three main groups: • 

(1) RAVNA GORA, headed by Gen. KALABIC, who considered 
himself as the successor to MIHAILOVICH, RUSTY bad connections 
with this group, although it was forced to drop them after the 
Zagreb Triale which were a lieayy blow” to RUSTY operations: iji 
Jugoslavia, 

(2) The •'WHITE with whom ^WWTY aiso-.a^d'ocin- 

neotions after discovering that it was giving its reports %o FSS, : 

"SSU Vienna", and ClC Salzburg# 

• (3) "DUSAN SILNI", described iiMiy as the most fanatioal 

of the. Serbian groups , and with which R^TY ha s never ; had connections ► 

14, The one other national group Sptioned in any detail was 
the Hungarian emigration in Germany XtiWif,- and primarily made up 
of the so-called PARKAS movement, the Hungarian Central Bureau, 
and the NMT' (Hungarian Council in Germany) # 

a. The PARKAS Movement is headed by Col# P# PARKAS who 
considers himself to be the leader of the emigrant military movement. 
He has no political ambitions, and has been fostering Hungarian 
emigration from Germany to France, RUSTY has some connections with 
the Movement but considers them neglible in value# 
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b. The Hungarian Central Bureau, headed by ex-Foreign 
Minister HENNYEY, negotiated the post-war treaty with the 
Soviets, wants to retain a centralized oontrol of Hungarian 
emigrants in Germany, opposes therefore emigration out of Germany, 
and is consequently strongly antagon isti c to FARKAS. Numerous 
reports of low evaluation accuse RENNET of working with the 
Soviets* RUSTY considers this possible, but unproven; it does, 
however, state that the Hungarian Central Bureau is definitely 
penetrated. 

15. It is apparent that RUSTY* e main interest in emigrant 
groups centers on the Russian and Ukrainian groups. Available 
material on other groups appears totally -negligible in value. 
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Signal Communications and Signal Intelligence 



1. STY Signal Communication activities can be divided 
into four categories: 

a. Internal Communications 

b. Signal Intelligence — Direction Finding Operations 

c. Signal Intelligence — Monitoring and Cryptoanalysis . 

d. * gent Met Operations 

The signal communications staff of the operation, includes appro- 
ximately fifty rersons, mainly technicians. 

2. \ radio command net is currently in ooer^tion with 
stations located - 9 1 BREi/.SS, FKMXFYRT, BERLIN *nd MUNICH. US 

* my Signal Corps radios are used between iXNICH and BERLIN nnd 
between MUNICH and BREI*EN; German r*dio- teletype (Feldf ernschreiber) 
is utilized between MUNICH and FR'NKFURT. The SCRs in BERLIN 
*nd BREMEN are ^ t the disposal of RUSTY signal centers in those 
«re*»-s which service operations by direct contact and letter drops 
in Northern Europe and the Soviet Zone. Priority traffic only 
is handled by this me* as which is from three to eight days 
faster than courier. The greatest^ volume of traffic is carried 
on the. radio -tele type between FRH’KFliRT *nd MUNICH. RUSTY hag 
no access to military and civilian ground TTY circuits between 
FRANKFURT and MUNICH and their own radio -tele type is not capable 
of handling present traffic. Normal security measures are 
utilized in radio transmissions. Different type codes are 
utilized between MUNICH and each of the other three stations in 
the command net; lateral communications are unauthorized and 
impossible under exi siting procedure. Sub-organization leaders 
are equipped with TR 1 radid sets which are not used except for 
occasional testing and training operations. These sets are to 
be put into operation in accordance with present signal instruct- 
ions only in the event of war. The lack of adequate communica- 
tions facilities for rapid transmissions of information between 
the RUSTY Headquarters and its sub-organizations under present 
circumstances is the cause of considerable delay in the reporting 
of information and results in serious time lags in the transmission 
of operational information. 

3. The sign®! intelligence activities of RUSTY* -re currently 
the subject of strong disagreement between the US ft rmy -no the 

US -Mr Force. RUSTY DF-ing and rapid cryptoanalysis of the 
monitored traffic of the tactical Mr nets of the Soviet Mr 
Force in Eastern Europe has, according to Lt. Col. James Berry, 

US Mr Force liaison officer with the 7821 Composite Grout), been 
the single intelligence operation in the past few years that 
has been able to give the US Mr Forces in Europe a tMely and 
occur at .a Mature of the activities of the Soviet Mr Forces which 
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9 re in « position to take immediate tactical action in Ve stern 
Europe. This aspect of RUSTY operations has been technically 
equipped *»nd logisticaily supported in ». somewhat spectacular 
fashion by the US Mr Forces in Europe. Only in the autumn of 
1948, however, did the operation reach any kind of operational 
maturity. At this point the Army Security Agency informed the 
7321 Composite Group that this activity was an infringement on 
the exclusive position of *SA in this field end in November 194# 
directed them to cease operation.' '-The 1 ir Forces in Europe 
responded by sending officer to make representation in 
Washington ^nd by temporarily cutting off their suprort of the 
operation. To circumvent the *SA directive the locM Mr Force 
repre sen t? tives ■ took that segment of RUSTY engaged in this 
activity and nominally detached it from RUSTY a n d put it back 
into operation a S n.n Mr Force Intelligence Operation, ictuslly 
the DF-ing and monitoring activities remain' an integral part 
of RUSTY and the present arrangement merely ensures that the 
*rmy officers involved can disclaim responsibility should ASA 
oush its c? se . In the meantime the USiFE G-2 is a go in obtaining 
the results of the RUSTY Signal Intelligence effort. The real 
issue involved here is Vv’hether *EA, which undoubtedly furnished 
adequate signal intelligence of a strategic nature, is willing 
to go back into the business of furnishing the Mr Forces in 
Europe with timely tactical intelligence obtained from the 
tactical traffic cf the Soviet Mr Forces. RUSTY cryptoanalysis 
activities is limited to the tactical traffic of the Soviet and 
Ground Forces and a limited amount of traffic from Soviet MVD 
units, ^or this purpose RUSTY has secured the services of former 
German signal intelligence technicians who have had years of 
experience in analyzing Soviet tactical codes. The US *rmy 
Signal Corps Captain who supervises RUSTY signal operations 
states that the Soviet tactical nets are highly insecure, employ 
extremely simple codes which permit the deciphering of their* 
messages in a matter of minutes and th«t the greatest loss of 
time occurs in the evaluation of the deciphered traffic and in 
the transmission of the resulting intelligence to TURFY Head- 
quarters in VISSBMEN. 



4, HU STY maintains BF crews and equipment in the areas of 
BREMEN, FR*NKFURf a n d Chiem See in Southern Bavaria. EF-ing 
stations are netted by Signal Corps radios with the net control 
station established at CHISM SEE in November 1948. The only 
monitoring station algo is situated at CHIFJvi SEE which is 
Ideally located from ? technical point of view. This monitoring 
station obtains effective coverage of tactic-1 transmissions 
within a 400-500 mile range which includes all of central 
Eastern Europe, The Mr Forces have indica ted that their signal 
intelligence obtained through monitoring in the BALTIC Region 
is provided for by other arrangements. 
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5* A similar operation utilizing Au j 



ET 



Austrian cryptoanalysts 
and' US equipment and operated by the US Forces in Austria is in 
no way connected or coordinated with the RUSTY signal intelli- 
gence operation. The USFA operation, like RUSTY, concentrates 
on lpc°l Soviet Air and Ground Force and MVD traffic. The 
future plans for the RUSTY operations include an increase of 
short-range DF-ing sets to be- integrated with the present £F-ing 
net to increase its flexibility and effectiveness in controlling 
Soviet Armed Forces movements in the Soviet Zone. It is 
emphasized that the entire venture of RUSTY in the signal 
intelligence field is only in the closing months of 1943 reaching 
operational maturity. 



6. For the operation of agent sets RUSTY has been well 
provided with TR-ls from the surplus wartime stocks of the 953; 
however, the deficiencies of the set which are well known to us 
have also limited its employment by them' since the RUSTY 
operation began. At present RUSTY has only two stations active 
behind the Iron Curtain other th^n the Soviet Zone of Germa.ny, 
One of these sets is in the LEMBERG, Poland, area and the other 
in Slovakia, Other sets dispatched to Soviet occupied or con- 
trolled areas have come to' disaster. 



7. In 1947 the RUSTY communica tions staff developed a new 
agent set and presented it to the Intelligence IMvision EUCCU 
with a request that the set be put into production. Arrangements 
were completed in the spring of 1948 and a US Signal Corps 
officer Was dispatched to the US with the pilot model and a 
production order for lpC sets. These sets have been delivered to 
RUSTY, some modifica tions have been made locally, a limited 
number of operators have been trained in the use of the new sets 
and the first fifteen sets were sent into Soviet occupied op 
controlled areas during October *nd November;, the first sets 
established communications early in Lecember 1948 according to 
prearranged schedule, 

&• A description rnd photographs of this agent set is 
attached to this report. One of the Army Signal Corps officers 
attached .to the 7321 Composite Group reports that he has personally 
worked from Munich stations *n over the USA with this set; the 
readability and signal strength of his transmissions were 
described as perfect (five by five in radio .amateur jargon). 

9. The RUSTY st-sff is obviously placing great hopes on this 
redio. It will, they believe, help to overcome the frequently 
voiced opinion that RUSTY reports are good but frequently appear' 
to have been delayed too long in transmission,. 
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10* The present plan colls for placing agent sets at 
sensitive points along the CDER-NEIS3E . line and *»t oil points 
where the Soviet RK gu£ge ends and the European gujage commences. 

In addition, they hove a number of target «reas throughout 
Eastern Europe which hove been described as sensitive by the 
Evaluation Group. It will be several months before on accurate 
evolution of their success in establishing agent sets behind 
the Iron Curtain c^n be made. 

11. .The recruitment and training of radio agents poses one 
of the most difficult problems. HUST7 Is avoiding the use of 
operators with intelligence records, trained operators who were 
members of the German -irray Signal Troops and amateur *nd 
commercial technicians. On the other hand, they concentrate 
recruiting efforts on radiomen who were crew members of aircraft *>n 
armored vehicles *nd became reasonably proficient a S operators 
without ever becoming registered In existing records as 
operator technician. HI; STY operates seven training points in the 
Western Hones of Germany; each of these is capable of training 
one operator at one time. The problem of getting * man out of 
the Soviet Zone or one of the Satellite Countries for radio 
training without blowing him at the outset is the most difficult 
aspect of training. 

, 12. Ml transmissions to agent sets behind the Iron Curtain 

are controlled at central base stations under the immediate 
supervision .of the Chief of the RUSTY Communications Section. No 
sub-organization possesses and controls its own agent radio 
communications. - 

13* The agent set described above is also being utilized 
in training and organizing the sleeping nets to be activated only 
in case of emergency. Thus far RUSTY has not considered water- 
proofing techniques necessary. 
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x The US Mr Forces Interest In Find Support of RUSTY 



1. The US Mr Forces have a twofold Interest in the acti- 
vities of RUSTY — * tactical interest on the part of the US Mr 
Forces in Europe (US.AFE) and a strategical interest on the part 
of the Director of Intelligence US Mr Forces (" shington) . 

The US Air Forces in Europe (USAFE) is interested pri- 
marily in the tactic*! intelligence on the Soviet Mr Force's in 
Germany *nd the satellites but receives copies of Ml RUSTY re- 
ports through their liaison officer with the 7321 Composite 
Group. This liaison officer has been with the. group for a period 
of one year ’and exerts « strong Influence on the intelligence 
production of the entire project; through him the Mr Forces 
have extended considerable support to RUSTY, particularly to 
those sections engaged in signal intelligence o'ctivi ties" in the 
form of Signal and other technical supplies. 



2. USAFE maintains that RUSTY monitoring ->nd cryptoanaly- 
zing Soviet Mr Force radio traffic is^only timely source of 
intelligence on tactical movement of Soviet Mr in Central Europe 
and h°s thus given RUSTY strong support necessary to keep this 
element of RUSTY producing. The Army Security Agency has, 
this time,, not reconciled its views with those of Mr Force on 
this particular aspect of RUSTY activity and the entire matter 
is currently under discussion while RUSTY signal intelligence, 
solely through Mr Forces support, rema ins on the air. 



3. The Director of Intelligence , US M r Force (Washington) 
receives a substantial contribution from RUSTY in the form of 
-strategical intelligence in the form of target folders and 
studies on the concentration of key industrial and power com- 
plexes in, the USSR. At present RUSTY is also examining the 
possibility of organizing evacuation and escape routes from 
USSR for use by US air personnel in event of war. 
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TRAINING PROGRAM 

1. The training school { 107), directly subordinate to the 
leader of 7i and headed by a Mr. KOrner, Is located in Tegernsee. 

It wee not organized in Its present form until May 19UZ due to 
difficulties in procuring adequate property. Consequently! a full 
and detailed oourse of instruction has been going on less than a 
year. There is an obserrably prevalent belief on the part of top 
RUSTY personnel, however, that even in this short time the school 
has materially improved methods of operations and security, and has 
already redeemed the majority of mistakes made earlier when total 
emphasis was on immediate production. 

2. 107 is responsible for continual assessment of operational 
experiences and for re-casting these experiences into suitable 
teaching forms. It is conscientiously assisted in this respect 

by 7 and by the two Sub-headquarters of 7 (17 and 27) , who pass to 
it full reports on all speoial operational cases, and provide it 
with detailed Investigation reports on every case of a blown agent 
or agent ohaln. In addition, operational information extracted 
from reports, or produced as a result of PW Interrogations and 
press analysis, are passed to 107 for incorporation into its train- 
ing programs. Under 107 are three schools, one of which, physically 
contained within 107, is responsible for all training of Sub- 
Headquarters 17 personnel* 

3. schooling is tailored to the needs of the prospeotlve 
student who has been previously selected by agreement between 7 
and the appropriate Sub -head quart are. Prior to coming to the 
school, the studant f s reports for the preoeedlng several months 
are forwarded for training analysis, along with appropriate 
recommendations for special training emphasis. At the same time, 
the school Itself forwards to the student basic training material 
to ba studied and worked on prior to entering the school. Wherever 
possible, the student is accompanied in the school by his immediate 
superior, and often by the Instructor (see paragraph 8 below), in 
order to maintain and strengthen during the training period the 
personal relationship and eonfldenoa existing between the two,, 

Only those students already known to, and professionally associated 
with one another, are trained together. Consequently, two is 
normally the maximum number of students trained together at any 
one time. 

4. Originally the concept of training had emphasized agent 
training. Experience indicated, however, that this had to be 
changed to emphasize staff training from the Sub-headquarters level 
down, so that sound auperior direction could be established and so 
that no subordinate would be more familiar with proper operational 
procedures than his superiors. 
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7* Training eubjecta alao inplude reports procedures, 
peraonal aaearity, pereonal and orgahltatioaal ooyerj eto,' 
feehaieal aubJeote, aueh aa radio eoannnieatlona are taught at 
apeeial eehoola sat up under the direot auperfiaion of the 
approprlata headquarbere teahaieal aaet^on. 

I. wail a It la noriutily poaalbie to bring alXpeopla la 
tha tr.g. Zoaea (or other friendly xonee) to the achoola for 
instruction, it la aot alwaff. poaalbie for i *r * esn ;ffenany» •• ■ 

territory to eoae out for laitfuetloa. Kabh aehool^hefefore. 
baa aeaigned a roving Inatruetor (Wuohlmann) to oaoh bf the Sub- 
headquarter* and apeelal Organitetiona. When neeeaaefy. this 
inatruetor oroaaaa into anaay tarritory to give lnatruotlona to 
tha ehief llautanaata of the ehalaa /land theae la turn paaa the 
t raini ng on down through their own « omnaand . channel* , Although 
RDSTT continue* to put a prlorlty on proper training, it la aoma- 
what unhappy at the obTloua aeduHty riaka laTolrod la thla trarel- 
liag laatruotor eolation. aiaoo it jaeana that the laatruetor 
baaoaaa-rajttlllar rithellthenhlef *U*ut^ and ad- 

dreaiy'^rher afore . wh*n*T*r aa ^lh*truetor4b'^«&t area* the ' - 

border, iepecial • attention la . given v to;^^^hf fr y :>Aof unentatioa ( - •. 
and briefing. Monathelaaa. tna haBloASephrlty hazard raaaina, 
UhdRTOTT to date ha* found no noluIidin^ttllMatiBflea both 
training need* and aeeurity requtraattnt**:; A‘ - 
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1# Liaison with other US agencies.- with representative* of 
other goverhments and with German officials in Western Germany 
offers the US and German staffs one of its most vexing and far 
reaching problems, . , 

2, In general, liaison with other US agencies in the 
occupied areas of Germany and Austria has been a function of the 
US element of the 7821 Composite Group; There appears to be 
general agreement among informed EUCOM Staff officers, and US- 
German Staff members that this responsibility has hot, for various 
reasons, been satisfactorily discharged and that many of the 
difficulties and apparent inadequacies of the operation stem from 
this shortcoming. In theory, all local arrangements with 
Military Government officials for the housing, documentation and 
legalisation of RUSTY personnel in all parts of the US, British 
Zones of Germany and Austria are a function of the US Staff. 

Further, this staff is expected to do *11 the staff work 
necessary to ensure the logistical support of the operation and to 
contact other US intelligence organisations in Germany and 
Austria for T the necessary coordination of RUSTY operations. The 
fact that the US Element of the RUSTY 8t*ff for a period of almost 
two years consisted of two officers appears to be one of the 
primary factors causing many of its apparent difficulties during 
the first two years of operation. Thus, at the beginning of 1948 
RUSTY had established « generally unsatisfactory relationship: 
with all other US agencies in the US; ZeneV ^lince#^ 
has been gradual improvement! made $ a great -dial 
done and steps a*e now being *taken to improve' ^$h#sgtfriera 
latibriehip of RUSTY particularly with dtnei<l[6 ; lht^lligenciM ; 
organisations. > *. v 

v -As U8 Military Government has - 

controlling phe affairs of =l6eai;0erma'n 
the- effectiveness of the UB Btaff -in Jo 

legallsa tion problems for Germans working for RUSTY ;h* s i^pidlylo %£££, 
declined. It is .becoming increasingly apparent ' ' tAmrn ' 
-future : the German members of RUSTY will, have to settle j^heie 
problems "by direct contact with German ; of f icia Is ♦ • ore sisi ing ^ ?y ; H\ 
this, RUSTY leaders have made a decided effort to establish . - 
cohtaoti in the German government, -particularly in the police,:" 
at all levels, German leaders of RUSTY stress the fact that, 
in their opinion, commercial cover for part of their organisation 
is the best solution for the futurej however, without a represen- 
tation in the Oerm*n tt&nder and possibly local governments, they 
will, not be able, as individuals, to conform to the numerous 
registration and documentation measures, now more complex than 
at any previous time in German history. ' ' . 
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4. Liaison with Foreign Governments and intelligence' 

. services, is specifically prohibited by the b*slc operational- 
directive to the 7821 Composite .Group, .With few exceptions, 

/Srtjlrzh most of which are in connection with the Emergency Plan, HD STY : 

3 ^ has not established liaison with foreign intelligence services, 

Jhg jQerman le a der of H D STY re ports tha t they h ave no liaison 
wlthW, MP and WKtKttm 

Services, A close liaison exists in the form of »h old personal 
friendship between the German leader and the head of Soo/^Ss3 

police. v RUSTY is in direct contact wi th the^liM^ Jntelligence L 

Service through its representatives i n WMW MMKZZlThls contact J r : ■ • ; 
stems from the former relationship of^HHBL^nd^Adi^ 
who, ac cording to Dr # SCHNEIDER, cons i s tentiy influenced GeheraT 
not toenter the war. In repayment for his personal debt 
To^ANABIS. ^■pp has now offered h*»ven and support to Frau 
Erika CANA BIS and her two daughters; this gesture, according to 
Dr. SCHNEIDER, h*»s no intelligence implication. RUSTY represen- 

_J is the ex-German Military Attache, General LOERR. 

The US ’Military Attache has been advised by lette r from Colonel 

.8chow. of the true nature, of DOERR* s activities iji^Pp^DOEER 
ha s seve re 1 ■ o the r ex-abwe hr off icers with him. Communications 
go thro\^h^th^;4pHHfe diploma tic channels from 
L PP.^C(^muriications between RUSTY and the ^PHBfc^have^ far 
been"limited to problems relating to the possible use. of 
as a place of refuge for .RUSTY in the event of war. 

_ 5» T he only. RUSTY c ontact with the 4PPP for purposes of 
liaison Ijl with 'a PPV mill ta ry , Ant e 11 igence irepre s ^t^ Si^M n’ 

and his superior; from th^4BB|PBPPPP^in^ 

Here the 4VPP offered - the ir aesi s tanAa;?^.^ 'j£$'eay/&y>\ % 
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/^eiv^ycJ 



Emerrfgency Plan but suggested • 
connection. ■ 



/ 6, ^ The most recent contacts 

* ^PK^c cured on 11' Deoembel 19 

7821 Composite Group; Captain Eric WALDMUf, 

.Group f Wild “representative with RUSTY; :end v _ . , 

••head of RUSTY, conferred with the US Military At tech# -.An ■< 
high -off iciiror^^p**? Military Iat*lU~- s 
Military Intel ligence; th w f A 

.... x. . In 






Wilce arid Representatives of. the 

pj»^se /of this conference was to discuss various • ae'pec'ts^pf "the . ;; 

^.II'IIPSTY Emergency Plan, * At least part of the se * people were met .. i v. 
separately and socially during this trip and a variety of subjects 
of at least general intelligence interest were disdussed*^ The 
protestations on this meeting that were made by our PP^TaTlon 
are thoroughly appreciated but it does not appear that’ this “is e 
situation which can be dismissed with a simple’ statement "that this, 
is a clear-cut example of RUSTY transgressing in CIA ground. In 
the first place, the Army considered the contacting of represen- 
tatives of Western European military forces for the purpose of 
discussing any aspect of military actions, including the movement 

3ASE / 
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'of an army Intelligence organisation, to be/taken in the event 
of war their clearly defined prerogative^ / They can, with some 
logic, i nclude the ir trip to WMBwto hold such discussions 
witfTthe Military Intelligence in the general 



category of military planning for possible eventualities,. On 
th!e _other han d, the personal , connections between *Dr, SCHNEIDER 
*nd~the HBl Polled, as well as the conceptions with the 

is a matter in which the CIAtj seems to be clearly 
defined. Had EUCOM acted appropriately in this instance, the 
Chief of Station. Karlsruhe, should hove been advised by ODDI. 
EUCOM of. the visi t thro ugh the existing liaison channels.. The 
Chief of Station, could then have been properly advisLed*.. 

Failure to so advise the 'Chief of S to t ion. ^■Bir^olT^ucH" matters 
obviously places him in a difficult position with the 









S A-v >^2 <d 



7* It - appears that this unsatisfactory situation in 

land elsewhere stems primarily from organizational 



and personnel problems on the US side of the operation. The 
primary fault appears to be found in the f»ct that CIA has. had 
no direct connection with the project, 

8, The two. commanding officers of the . 7821 Composite Group 
who preceded Colonel PHILPS were totally inexperienced in - 
intelligence work and certainly were. not conversant with the . 
responsibilities of CIA vis-a-vis liaison. with foreign intelli- 
gence services* Also, the past tenuous connection between RUSTY 
and ODDI in the form of staff supervision on operational matters, 
has been insufficient to give the 7821 Composite Group ' the 
direction to have avoided such -complica tlons/as the recent Swiss 
visit. The beat- solution appears to be . in an- attempt, by. CIA 
to adequa tely brief Colonel PHI L?i on such' ma tter g and , then \. . 
provide -continuing liaison, at his level, - 

8CHNEIDER gives impression of • be ing -^eli'^^re.ibf ; 
the need for » close connection with CIA represents tiohsVab^ . 

»nd would probably "welcome, any-;' move in this directidn*r.JlW^ 
he has probably_furniched the sug gestions on potential contacts 7 
to facilitate RUSTY activities & WBB BBBU& *53* elsewhere . tbe~~ 
US element appears 'to . fully participate in and, fully sponsor • • 
all liaison contacts, ' ^ y,r "- •*;/ 

h l>»neS * ~p»gv>y 

"IQ, RUSTY couri ers/rr om Baltic ports go to MB via 
I shipp ing} the ensure the RUSTY couriers safe move - 

J^jL^rough^ in return for copies of their reports. In. 



v)</ 



"order to develop their Baltic operations, RUSTY has decided to 
accept this offer «nd note on disseminated reports that) ■ 
has received the same report,* 
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has been in Germany during the past ye*r and at tempted to develop 
contact with RUSTY. Becau se they feel that the \s\u<sic/*'s-A 

closely connected with the ■■■■fe this approach has not been 
developed, 

12* RUSTY has relied entirely upon the Office of the 
Deputy Director of Intelligence, EUCOM for liaison outside of . 
the occupied areas except in the instances cited above. 
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1, tw Preea Section* a Motion of Kvaluation (45). i* 
looated in an old oaatla ( "Buatbin" ) l ee a bod approximately 15 kmc. 
north of Bad Mauheim, It wia oreated in the Vail of 1917, hat 
did not receive its rtal lmpetua towards fruitful production .*■> 
until the appointment in the Spring of 1946 of Mr. Merkur ae head. 
Merkur la now aaaietad bp a etaff of six man, and ip addition, a 
total of night eastarn language -tranelatora , living outaide 'tot 
Duatbin or employed in tha Infalliganta Odllaetion Organization (7) , 
are available upon need, Therais eeompleteeegregation fro* 
tha loeal population who, beoauae of the aoademic background of 
the ataff of profeaalonal military, aeonomio, political, ^and 
aeientifio analyata, believe that tha Freaa Section ia working 
for Military Government on political and aciontifio matt ora. 



regularly uaea approximately 



6 Ukrainian 



18 Oxach 
11 Rumanian 
6 Baltib J 



2. At preaant, tha Freaa Seetlj 
100 newapapara from the following an 

a. Iron Curtain Codntrlea i 
10 Soviet 

5 pugoelav 
81 Ftolieh 
! 7 Bulgarian 

b. Waatern Oountrlaa ; 
iS Pcrman^ including 

- v :; ' ; ?:^0“Attntrian ; j f- 

. v . -b** ...... . 

•• • -;.*■**■ - 

* /' Service* '.of 4 : ««pniifpiwaB^iipplng fi^eneio^ei| 
OcoaeionalArabien andTurkiab nawapapara. prtS’ 

The majority of tha material uaad, particularly fro* tha iron 
count rial, ia provided by 7* Batter and **uieker coverage ee 
given ware it poaaible to gat tha naeaaaary newapapara and o 
periodical material through Military Attache ohannala. 














1. The Freaa Section aervleea inoluda the following, primarily 
for the uee of 45 and, to a leaaer extant, for the uaa of 7t 
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a, Dally general aiusurlea of the 

b. Weekly military summaries | 

o. Condensed weakly (or tan-day) political and general 
•uusaariaa j 

d. Weakly eeononlo summaries) 

e. D aily Soviet economic summaries) 

f. Monthly ohuroh, politloal, and preaa reviews for 

distribution throughout the organization) 

g. Individual press cuttings, not otherwise used, are 

distributed to interested seotlons in 7 and 1$} and 



. foreign, and German press} 



h. Press a rehives are maintained up -to date. 



4. Both 45 end 7 consider that the erect prsss analysis 
provided saves considerable f unde in that It provides information 
otherwise obtainable only through operations* In this edn 
the Press section has found that .press coverage of border 
ooj sldarably moreproduetive than press coverage of tha 
The Seetion has also been found to be vdw:uaeful in 

essential baekground aaterial for prepsy-'#| 

and in many es see , for '.the: ‘ 







agents* 



PressSaction w 
togetherhlthd 
wdthreporting on 



Hi 



M 



^ thitisreaj ond^withprovidingpo*^ 



essential 
<0f product 



the dally fadleations ^eoeived jfrom the Pfesi Bedti 

ilon add movement of raw materidl, percentages ;of tv 

meet or non-fulfillment of finished production *uctaa,etc» 
Numerous operational details. ara also eztraeted, and have p 
be Of benefit to the operations of ?. from tins to time, 4$ 
the greater portion of this lnooming material to make a jpraaa fi 
eompllatlon for tha V.s* offlea* 
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6* At the moment, radio coverage is inadequate* Members of 
the Press Section attempt to listen to the morning, noon, ini 
night newseasts. and 15' a Russian translator attempts partial 
coverage of soviet broadcasts* The problem, however, is one of 
personneli since adequate coverage means 21-hour ooverage by 
experladeed analylstso 
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30 November 1948 



Reflections on the Further Development of this Project 



All reflections on the possible further development of this project 
must be b&sed on the political foundation which supports it, \ 

iJy assessment of the political situation is dominated by the following 
conceptions s 



a) 



( 2 ) 



Ideologically, politically, economically, and militarily, the world 
is divided into two camps, which are engaged in a comprehensive intel- 
lectual, political, and economic struggle. The eastern -camp incorporates 
the ideal of the absolute state, of collectivism, and irreligion and is 
based on a materialistic conception of mankind and the world. The 
western world clings to the conception of a democratic adjustment of - 
,the various political tendencies within the human, community, it stands by 
individualism, which recognizes basic human rights, religious belief s,. 
predoftfinantly Christian faith, but. also those of other creeds. It 
furthermore embodies an idealistic conception of the true nature of man 
and the world. In the future, the vehemence of this struggle is 
certainly going to mount. It is hoped that war caabe avoided, but that . 
does not seem prpbable. 

In this struggle, Germany is the no-man’ s ' land between East and 'West*.-. 

By nature and tradition, the. German belongs to the western 

the German is not in a position to 'defend himself against the' -onrush 




(3) The epoch of national states, at least in itis'. conventional -4 ens^-haffp^-; 

been superseded by more ‘comprehensive conceptions, -A future G^rmany^ts 
TJEIy imaginable as an integrate' part of a larger brgaaj-sia, which/ 3n ;: y ^ 

I my opi nion, is represented by. the union of Western Europe ai states* §y-:-' 

(4) Thi 6 union of Western European states, if it is to be a suooe3s and^s 

to lead to a firm bloc capable of defending itself / W 11 ^require 
renunciation of a number o f sovereign prerogatives in favor of a 
Vr^ajpr the - same way as the rehabilitation of Germany 

herself is only thinkable within the framework of a federated state., 
the future democratic Germany, if it is to have any permanence at all, 
is only imaginable as a component of a Western European union. 
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(5) This reintegration of Germany into the community of Western European 
states meets with humerous difficulties, partly because of her moral 
disqualification which goes back to the. well-known events of the last 
decade, partly also because of the frequently divergent interests of- 
the various European states themselves. From; a long-range point of 
view,- the US is, and must be, interested in a Germany which, as a mem- 
ber of the union of Western European states, Is political ly and econ- 
omically strong enough to fulfill her mission as an outpost on the 
borderline, which divides East from West, By necessity, this situation 
makes the US, which is above the local conflicting interests of 
individual European states, a politically non-profiting friend of 
Germany, 

The above considerations induced me, at the end of the war, to offer my 
cooperation and that of my co-workers as a contribution to the defense of 
western civilization against Communist-Soviet expansion. Our' basic conception, 
•vhich has been sanctioned by the American side, i,e., to contribute our share 
as a German organization in cooperation with and under the control of the 
competent American agencies, is based oh the following. t w> facts ^ First, "Ve . 

Trent ultimately to be in a position to justify this work w. th our own con- 
science; second, we do not want to be exposed to the reproach of having worked 
for foreign interests for material reasons only,. On. the other hand,T s een f rom 
an American point of view, this conception alone offered the possibility of . 
securing the best qualified Germans for cooperation in the interest of. the US, v 
a cooperation, which it would otherwise have been impossible to obtain, :-V 

Political ambitions and aims of any kind are’- • far rom ** 
leading circles of this project. As a ' former ''German ''general^/I^le&g^ 

-word to General SI BERT that .1 would, ' at '.any '-time,'; as sutoe ; 

for this project vis-a-vis the US. • Also.; -in ' our '-quality 

fully conscious of the fact that today more" important \thii^6^#i^ 

our own country and that thro ugh; -o ur , c o op er at i b n ' and ' . our-.- e‘f f o ; 

opportunity of contributing to the atonement of ••thos.e '-hapipeiain^^^^ 

the . eyes of the world gravely compromise our nation, . although ''ire’, 

may not be blamed for them. The eeribusness : of .b\ir' intention is reflect*^! 

our work, * ; . / •* •' .•?'*; * 

r rv-X -would like to review -the following ideas concerning ’.the ivari’ous 
sibilities. of how to continue the -activities of: this' 

the above' voiced. conceptions, - v ‘ !“_'*• '* •’* 

As to the present constellation, the new existing form of our organize-, 
tion has proved its practical and useful set-up,' From a long-range point of' : 
view, it seems, however, advisable - both from the American and the German 
standpoint, to review the question of what status this project is to b e given 
at the moment when Germany will again be established as a sovereign s tate 
with a government of its own. The eventuality of a Communist, eastern 
oriented Germany is not being considered in this connection, because in this 
case we would unanimously continue to fight such a Communist Germany, as we 
have done before. Therefore, only this situation will be considered, which, 
sees Germany, or at least Western Germany, as part of the union of Tfestern 
European nations. 
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The following possibilities offer jthems elves: ! • 

(1) If it should be desired on the side of the US, thisproject could be 

’. 4 . dissolved within a period of several months. I should pledge myself, 
loyally. to take all the measures appropriate for such a step. How- 
ever, I assume that such a solution will not be envisaged, since it is 
hardly probably that the existing tensions between East end West will 
considerably ease within the next ten years; rather we must, fear tliat 
" itipre will.be a war. That all the members of this project, in such- an 
eventuality, will fight or work pn the side of the US; no matter in . 
what form, need hot be stressed here. 

(2) Conversion of this project into a purely American organization, vhich : 

.wo uld^ continue its work on a purely American basis. This would neces- 
sitate a basic reorganization and t^e granting of American .citizenship* v • 
respectively a claim thereto, to those key members of this projeot who., 
are to be taken o'ver, if they - on their , side - bhould -agree to such a 
solution. In this case, the efficiency of this project would presumably . 
suffer due to the f.act that- not all the members of this project, ’ ' . ' 

particularly those working at lower levels, would be ready, to continue f 
oh that basis* . • • C \ ■ 

(3) Conversion of this project into a German, but Americai led aid controlled 

I 1 Intelligence Service. Thus, it would be advisable to effect the organ-.r.t . 

ization. of this service in v such a way that a mixed Germai -Am eric Intel-?, 
licence Service is' being. .established, which, under.. the coyer ,-;of a ; Germap ? : 
. agency, would s.imul taneous ly 'wo rk f o f^Ameri o an -and x(^rmai ...inter e 
■ ^ In 'suggesting -the .-'po ssibi^iity .of . such^a ; sd,iuiioii|5^^^ 
in .concordance' with the -basic, conceptions’ p f .-thi-sipm 
- '• .activi ties ..of thi s Intelligence 'Service ..wi 11 : t eiaaihf.JV^^ ' 

; • -agai h8 1 • • .the •. Ea s fcl'ajjd ^ It s: ; suty -li t^s fl Twill* rj&e 

: . -sphere :oiily. ‘ ' ^hi;s^dlutio‘i> wb Uld;‘siriuij&'&^ 

■ of ^establishing •• a c lose' between the 

• . democ rati c -Germany . - The 1c$y;= personnel of .this \p>ro j ect ■■ h^eisbo^^ 

: r /. •? with.; the ;US f div three years/ .-‘land -in doing -^so > ^hey.^iiav’e c onio 

! ' wi th hoi* mental i ty . and her iSmdamentai inter e s ts \fit % c an ;.b 

' ’^7 -that'. .all v of them/ypVCLd -be ;'re4dy’:';to .-mek 
. ' ;/-sincbvdn ,thby. were.:-8^Ulta^ou*ly':$^ 

. interp8tsf / They are ; boundf to be., ip • h ;. position 
. . - • divers if i ed’;:f ields - , •• as, mediator is 'heWseai -t hfepplici^'s' of ; 

'■ and as -promoters - r o’f a -better understanding end appreciation's £ WeirJ^;' 

. mutual interests. Moreover, by taking this course, the US irould secure 
herself a dominant position among the various. Central Europem Iritel^ 
ligence Services, thus preventing a pr epohderance of the Britidi IS in 
this f if Id all oyer Europe.. , 

It may be' objected that in case of such a conversion of our .project 
into a German IS, which at present is still a vfery distant possibility, also 
. the other Western. Allies, particuh-rly Great Britain and France, w> uld claim, 
a share in its control. However, I am convinced that the US, in view' of all 
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. her comprehensive .political econdmLP- efTqifJs for . the survival of all 
the European natibns, has a moral 'right to claim for herself the solo 
control of such a. German IS, also in behalf of the above mentioned states. 
This seems all the more justified with regard to t he considerable sums 
of money which the US has spent on the development of this, instrument. But 
even if the over-all operations of this IS would have to be placed under a 
joint control of all the Western Allies a solution which is not deemed 
desirable, the American interests would continue to prevail w ith' the German 
• uiffcabers of this project, for there is nothing that binds so closely as a 
prolonged period of common work and a series of common successes, based on 
the same ideals* ‘ , . \ : 



/s/ SCin -EIDER 
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73. Galloway to DCI, “Recommendations in re Operation Rusty,” 21 December 1948 
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MKMGRAKDUM FORt The Direotor, Central Intelligence _ 

oo^'c^ 0 



SUBJECT i Reo omaanda t ion a In re Operation Rusty 



ch^ gE0 J 




1* At the result of a request to the Director, CIA, froa the 
Direotor of Intelligence, KX3QM, Operation Rusty vat briefly investi- 
gated by this organisation in the period between 18 Rovember and 
X$ December 19U&* the purpose of this investigation wars to determine 
;:i»V* preliminary way the character of . Operation Rusty with a jrisnr to 
faoilitatin# * decieian aeto trhither - . 

the Army's request that it « take «wr* this Operation* 



2* "this memorandum is predicated on the assumption thai|^*-.< 
Is silling to assume the responsibility for Operation Rusty slth 
the understanding that oertaln proviso e shall be agreed to by the 
A rwy as prerequisites to this assumption of responsibility* 



3« It is recommanded that these provisos include the follow- 
ing t 



(a) That the Rational Security Council be informed 
concerning Operation Rusty, its origin, and its development 
to date. 

(b) That the Rational Security Counoil direct that OIA 
"take over" Operation Rusty as to financial support, opera- 
tional and administrative direction, eta., but that simultaneously 
the Rational Security Council further direct that CIA be given 

the sane logistical support in Germany ehioh the Army, the 
Air. Faroes, end other America* agencies have been according . 
the Operation to date* this provision Is to include support 
frcm tfae German eoonomy me long ee the United States lain ’ 
the statu sofen occupying poser* 

(c) That CIA finance Operation Rusty on an annual budget 
not to exceed 11,500,000.00* 

(d) That it be clearly understood by all interested 
agencies that, although OIA mill run Operation Rusty for the 
benefit of the 0. S« occupation forces, it will have oo^lete 
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authority and control to handle tha Operation aa it sees fit* 

(a) That, If CIA ia directed by tha national Security 
Council to "taka over* Operation Rusty, that it be given a 
period of a minimum of one year daring #iioh the ourrent 
managements would oontinuo on duty, but under control of 
CIA repreeentativea assigned to tha project. 

r 

U« Xu support of the above recommendations, It night be ad* 
kiaabls to point up briefly the reaa>na for tha at proviso*. Aa 
garde (p) $ the national and international political implications of 
a reconstructed Oeman Intelligence Service with Oeman Qenerel St*ff 
ramifications are such that it valid be no at hazardous from a domestic 
political viewpoint for thia organisation to become involved wi thout 
pacific directive fron the Executive* Zn addition, tha security and 

of ftoeplal $>*ratlcua lain novayoeVvpto carry the personq& 
nlnietra ti*e v lesfrl^^ ' v 

Without the personnel and logistic eupport already oontribut^a i^r 
other agencies, OXA would not be able to support Rusty* With regard 
to (o)j it is felt advisable to put a celling on the number of 
dollars to be allocated to Rusty In a given year inasnuoh aa another 
currency reform in Qermany or other factors night shoot the cost to 
a figure tec or three tines as high. It is felt that CIA deserves 
soma budgetary protection against each a contingency. On point (d), 
little explanation Imoaedad, except that OXA’fl position would be 
untenable over thelong pull if it did not have complete control of 
tha Operation. As regards (a), it la absolutely essential that CIA 
be given sufficient time to find out In precise terse and with Army 
assistance detailed characteristics of the organiaation for whieh It Is 
asstating the responsibility. It is abundantly dear that we do not know 
very muoh about the innarnworklngs of the Rusty organiaation, and it is 
probable that the Army doesnot either. Without being able to run 
traces on the personnel end examine specific details of the opera** 
tioaswith Amy assistance and personnel, we night well lay OIA open to 
>wb<^si^ by 4he Rusty organisation. farther, -we mii&'&fc -- - 

idea whether or not the fiuwiana are feeding deception into the dusty 
*5 'iff- thiwrvrarw Ihe <u^ and Rostyj l^OOO strong, weraplaoed 
immediately and solely on our doorstep, we, as an organisation In RuropeV 
would be in no position from a personnel standpoint to handle the 
operations alone securely and oarefully with consequences which are 
obvious. 

5« Wo attempt has been wade in the foregoing to go into det- 
ails regarding Operation Rusty* Zt is simply a brief statement of 
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74. Cable, SO to Munich, Karlsruhe, 22 December 1948 
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; &S4t£ca//9's:&a. 



jZwr^A~f~ 



1. AUTHORIZES YOU TO GIV E COPY AT YO UR WRITTE N REPORT - • 

on rusty to general hall, oe assume Qmn (MB0 is com-- . 

DEMISED VERSION OF FINISHED DOCUMENT. IN U“HS I OTJ YOU GIVE TO HALL, 
ELIMINATE RECOTX.’EMDAT I OfiS COVERED IN PARAGRAPH FIFTEEN OF REFERENCE 
CABLE. PERSONALLY DELIVER REPORT TO HALL AMD RE PREPARED TO ANSWER • 
AMY ORAL QUESTIONS ME MAY HAVE, PARTICULARLY RE -AMY DEFECTS OBSERVED. 
SY YOU THAT SILL ENABLE HALL TO RECTIFY AT ONCE. ■ V :.Y*-- 

, CL J C -3 C. J EL -3 &» 

2. BAStS OM 'FHICH THIS ORGAMI Z /TIOM WO U LD ACCEPT RUSTY DIS- - : 'vL' 

CU SSED UlTH HALL THIS DATE GVK WBM AMD' : 

FINAL DECISION WILL- NOT™ uAbt PENDING CERTAIN DtSCUSS IONS.-. 







d.galloday; 

♦41* ■ V „’***• *. «' 



RELEASING OFFICER 





^ •••• 
n ’ '■ . ... • . '■* 

P^: : - VTjr ■ •“ a.?*: 

.y : Mv; .^lELSM^;-^^. 




authenticating officer 



TOD: 2305 Z 22 OEC l(.8 wn 1 Copt No. 
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75. Chief, FBM to COS, Karlsruhe, “Operation Rusty ” 24 December 1948 
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SUBJECT: GENERAL- 
SPECIFIC. 



Operation ftttflt y 



Attached hereto is s copy of the memoranda* which we prepared forfl 
in preparation for the dl scuaaioawlthQenerM gall which took place cm 1 
22 Peoenfaer iS&B* WW > presented orally the provisos outlined, aa4 General 
Hall expressed hinseix u filing to go along with Ml of thaw* Ho no tod, 
however. that It would bo necessary fbr him to claArltfco antlnn mroiwyimdod 
in 3 (1) With both General day and General Irtiiu 1 then this has boon ctono, 
stops will bo taken to present the eatt ‘ 



J 



The conversation with 
He atated that he was 
would personally see to it 
ooaing to support it 



C D- 



Plea so t : 
as it obtains 
not want to be 
the 

~phllbioi&yl*hlnh 
a completely off: 
does, however, express 




a\aoet s al ea ble ataoephere. 
of Rusty and that he 
•art were forth* 



irsndna aost Securely inaaauch 
and cements which we would 
yourself • We are forwarding 
useful for you to see the baeio 
Hall cm this natter* this is not 
General Hall did not read It* It ' 



Incidentally, General gall war aost ooep? laeatary about you and your . * 
colleagues In Berlin wit h wboa he deals. He strikes us as a aan who is jgoiag 
to e^haajse tesawo^ wlihout attesting to m your show* Inf «ot,h« node 
thsapeoif lo poawnt that he had *no illusions about the ooiaesad chsnnslVsa 
' fair Wk your relationship with Washington Headquarters is concerned. In ; < 
other ®rds, he knows you wUl work on the tes* but he le not going; to at* 
tmpt. to dlreot your efforts* 
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76. Chief, FBM to COS, Karlsruhe, “Operation Rusty,” 28 December 1948, enclosing 
DCI to Maj. Gen. William E. Hall, USAF, “Operation Rusty,” 22 December 1948 
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22 December 1943 



MEMORANDUM FOR: Major General William E, Hall, USAF 

SUBJECT: Operation RUSTT 



1, As a result of the discussions we had this afternoon, I am 
putting in writing the points agreed upon, in principle, between us 
concerning Operation RUSTT: 



a. That the national Security Council be informed concerning 
Operation RUSTT, 




b. That the National Security Council direct that the 
Central Intelligence Agency "take over" Operation RUSTT as to 
financial support, operational and administrative direction, 
etc*, but that simultaneously the National Security Council 
further direct that the Central Intelligence Agency be given 
the same logistical support in Germany which the Army, the 
Air Force and other American agencies have been according 
the Operation to date, 

c. That the Central Intelligence Agency finance Operation 

RUSTT on an annual budget not to exceed $1,500,000^00, in 
principle. r/'"*. 

d. That It Is understood by all Interested agencies that, 
although the Central Intelligence Agency will run Operation 
RUSTT for the benefit of all U. 3. occupation forces, it will 
have complete authority and control to handle the Operation. 

e* That the Central Intelligence Agency be given a 
minimum period during which the current managements would 
continue on duty, but under control of Central Intelligence 
Agency representatives assigned to the project. 



2, I aa forwarding a copy of this memorandum to Major General 
S. LeRoy Irvin, 




J 

K. H. HILL2NK0ETTER 
Rear Admiral, USN /j ji 




cy 

Cy #3 & # 4 - ADSO 
Cy #5 - Deputy Director 
Cy #6 - Director 



Distribution! _ . Director of Central .• \ 

Cy a - Gen Hall } ' Intelligence J vT 

Cy n - Gen Irvin.? v^uT-P 1 V , A, 
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77. Maj. Gen. S. LeRoy Irwin to DCI, “Operation ‘RUSTY,” 19 January 1949 
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19 January 1949 



MEMORANDUM FOR: THE DIRECTOR OF CENTRAL INTELLIGENCE 

SUBJECT: OPERATION "RUSTY” 



Following is the Basis of transfer of RUSTY to CIA: 

a. CIA to absorb RUSTY as an integral part of its 
operation, and to conduct it in accord with existing policies 
for CIA in the theater, 

b. EUCOM to continue to provide logistical support as 
is being done and to participate in administrative control 
to the extent necessary to accomplish this support, 

c. The basic intelligence objectives of the operation 
to remain unchanged, and D/A and EUCOM to be fully informed 
of all intelligence obtained. 
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78. Helms, Memorandum for the Files, “Operation Rusty,” 1 February 1949 
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COPS' AND ADSO: 



If this confirms ( your recollection of the 
main points covered at the meeting this morning, 
would you please be good enough 'to initial this 



memorandum so that it can be made a part of the 
Rusty file. 




H. 



6Ho 



/ /t? jL> O-A-Xr A&cchcu*jL 



4Lj£tSu C*Xj4 -C4J-Z. L4J / t r. c t. u <^ZA^cUuu^nJL^ 

4 jLXT ^ jOCT 

c,ZA -o potn^cca,, 

CucjjLMuuiust&fsij 6ACXJU2, ~}Tl-Xj-JLxXs *-CA J 'R£&C4 i 

/ v . A^-p^yo^tr 






/ /li 
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- HE CRASDUH FOR THE FILES 



SUBJECT: Op oration Rusty 



This morning a meeting was held in 
attended by the General, Captain HcCracken, 
the undersigned. The nesting was called so 



/deno. 






o ral Vfrjght's office 
and 

General T/right 

could relay to OSO the developments in the Rusty case since ths 
meeting with General Hall in Admiral Hill enicoe tier's office the 
week orior to Christmas. 



There follows a synopsis of General V/right's remark at 
this nesting: The Department of the Army had been most reluctant 

to refer Rusty to the Rational Security Council as requested by 
Admiral Kiilenhoettor. After a conversation with General Bradley, 
during which the General o repressed hi?. self conclusively that Rusty 
should be turned over to CIA, General Irvin diecussui the natter 
further with Admiral hilienkostter and it was agreed that the Ad- 
miral would take ths question up personally *dtl; each member of 
the Rational ..Security Council rather than having it brought before 
a regularly convened nee tiny of the Council. 'Ills Admiral Xilien- 
hcetter has done although as of this late lie has not had an op- 
portunity to discuss the problem with 3 rc rotary jtcheson. in ad- 
dition, General Bradley discussed the Rusty question with Secretary 
Forrests!, at which tine ths latter took the sane position that 
Rusty should be handled by CIA. On the sane day that general 
Bradley and hr. Torre stal were discussin 0 this natter, the Depart- 
ment of the Amy received a cable iron General Clay in which the 
General stated flatly that he would not have any other agency 
ru.nr.ing an operation such as Rusty in his Theater. Vfnen this was 
reported to General Bradley by General Irvin, General Bradley took 
the position that he still wanted P*usty turned over to CIA and that 
he would vrrite a personal letter to General Clay to th3t effect. 

Under the circumstances, it was felt that within ths predictable 
future Rusty would be turned over to CIA. (in this' connection,, 
it should be noted that General bright requested that General Bradley 
add a sentence to his letter to General Clay stating that CIA 
would take over operational control of Rusty only after CIA was 
administratively set up to handle it.^) In the course of these 
negotiations it developed that General Kail, v/ho was originally 
firmly in favor of having CIA assume control of Rusty, changed 
his view radically after he had discussed the matter with General 
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Clay upon his (Hall's) return to Germany In January. 

The remainder of the meeting was turned over to a dis- 
cussion of various aspects of Rusty and v/hat the takeover would 
near.. General Y/right concluded by saying, that in his opinion 
there 7/as no question but that CIA would get Rusty and that 0S0 
planning on that topic should go forward with that aim in mind. 
Throughout the discussion, General Wright emphasised that both he 

I t and the Admiral on all occasions had pointed out to the Depart- 
l sent of the Array and other officials that CIA was not asking to 
| take over Rusty and was expressing a vnJLl ingness to do so only 
I because the Array was requesting it. 




< 




ADSC 
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essential Tor you to appoint a unit in your own shop, headed by yourself, 
to pass on these recommendations, pro and con, so that they nay be for- 
warded to Washington with your considered opinion appended thereto. This 
is one means of assuring that you are kept completely conversant with what 
the operation i s doing . the merit that Jfcfergives you a veto 

power if youTeel that the ^^gpbhief t^dns are rumning away with the bal l ^ 

game. We all agree that it is going to be extremely difficult forflHM — VWi * ^ 

' . and his staff to maintain a dispassionate view of this operation working as 

they will be on a day-to-day basis with its members. Many of these mem are 
clearly intelligent, purposeful, and strong willed. They are going to be a . 

m onumental handful regardless of fchw thing s d evelop , 'C^sequentlyT^RBA — cZ&rfch'+f* / a 
and ’Rls" group have in a sense got to se oaci^Ttg/ 'given ne cessary autnority, 

' but not permitted to be put in the position of being run rather 

than vice versa, U fT) 






<p3>£tirt) • 









This operation should be a great intelligence producer. On the 
other hand, it will be a most delicate mechanism to administer. We are cur- 
rently giving considerable thought to such ramifications as the reaction 
of various allied intelligence service a Mriusn the word inevitably gets 
~ around that this Agency has taken' over The longer this can be de- 

layed, the better, but we feel it is fanciful to assume that some German 
will not give the game away sooner or later. The most ticklish thing of 
all. obviously, is the threat of further publicity concerning the operation. 

C -3 when he wa a here, sa id that David Dallinn, the writer, had learned 
~ a considerable amount about MSS while in Munich. He apparently decided 
not to do much with the material after talking with General Clay, In any 
event, al l we can do is keep our own lips buttoned, keep the operation away* 
fixSTfej^© and other stations, and in every passible way go as circun- 
.spectly as possible. ^ 

To r the t ime and the undars. 

to handle details on this enOV This will leave 

to devote their full attention to the problems of 
thing will be coordinated hare, but it is recognise 



gned wi ll att empt 

irally7 



l?ee 

every- 



't itwouId~be~ a 

grave mistake if we permitted the problems of one operation to sink thdae 
of the other. After all, there is no substitute for ones own operations 
carefully constructed and controlled by American han<?“ ■ > ■ ' , , 

G*t?<ihfr<s fd 



CL 3 

U 



w df 

-3 

-V 



Some ideas we have concerning the findings in 
report- will be pouched in a few days. 



investigative 




lichard Hclus 
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'/£S 64*/ l C- 




CITE: 



V/ASHA 



•f. PLEASE PASS FOLLOWING TO COLONEL SCHOW URGENTLY FROM 

A. GENERAL CLA Y RECE IVED EYES ONLY CABLE FROM GENERAL 

BRADLEY TODAY 01 RECTI NO OPERATION BE TAKEN OVER RY CIA ON 

FOLLOWING BASIS: sfD&afW 

It CIA TO ASSUME FULL OPERATIONAL CONTROL OF^- E-gA AT 
SUCH TIME AS THE NECESSARY ADMINISTRATIVE ARRANGEMENTS ARE COMPLETED 
TO FIT THE OPERATION INTO CIA'S WORLD-WIDE SYSTEM* 

2. EUCOM TO CONTINUE ADMINISTRATIVE AND LOGISTICAL 
SUPPORT OF OPERATION. AS REQUIRED BY CIA, 

3, PRODUCT CONTINUE TO FILL REQUIREMENTS OF 6UC0M. 

B, UNDERSTOOD HERE T HAT GE NERAL CLAY AND POSSIBLY GENERAL 

rHALL NOT IN FAVOR OF RELEASING CIA. SUGGEST YOU TALK TO 

'CLAY PRIOR YOUR DEPARTURE WITH VIEW TOl 

9« DETERMINE HIS REASONS FOR NOT LOOKING FAVORABLY ON 

THE CHANGE, 

2« ASSURE HIM OF OUR CONTINUED SUPPORT HIS REQUIREMENTS 
AND FULL COMPLIANCE HIS POLICIES, 



II . WHEN DISCUSSING FOHEOOlNG WITH COLCNEL 3CH0W, DRAW TO Ht3 



RELEASING OFFICER 



ORIGINATING AND COORDINATING OFFICERS 
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ATTENT (ON CONTENTS OF MHMB , EMPHAS+ZE PARTICULARLY 

THAT REDUCTION OF U,S, JIFF ASJ oItTuNED IN TOUR PARA 2A CON» 

ST ITUTE3 SERIOUS PERSONNEL PR08Lai FOR US AT TIME WHEN WE HAD 
UNDERSTOOD THERE WOULD BEJKLCHANGES IN CALIBER OR STRENGTH 
OF OFFICERS ATTACHED TO di OPERATION* 

3x>Buvyi 




A.fUMGGRACKEN 
r -.. . E.K.WRIGHT 

TOR* 010l|Z 9 FEB 1(9 
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CITE: WASHA 



FURTHER TO 






a. c ~r 7 S' 9 ? 




1. COLONEL ENNI3 HA 3 MISSION OF DISCUSSING WITH OENERAl CLAY 
ON BEHALF OF GENERAL 8RA0LEY QUESTION OF OUR TAKEOVER ON — * ■ <z> 

ENNIS Y/ILL ATTEMPT PERSUADE CLAY THIS SENSIBLE MOVE. INTRTTvENT. 

IT APPEARS GENERAL BRADLEY INSISTENT. ENNI S» TRIP CO MPS AS RESULT 
CLAY* 3 ANSWER TO BRADLEY'S CABLE MENTIONED ■SS-/7’ 

• "1 
,2. Y ESTERDA Y ENNIS WAS BRIEFED IN GENERAL TERMS 

, ANDJBRpi RE THIS ORGANIZATION'S POSITION ON 

low WE INTE NDED .T O TAKE IT OVER. ENNIS WAS ASSURED Ti 

__ WOULD HANDLE ENTI RE MAT TER AND THAT THERI 

JR CLAY TO BE CONCERNED THAT 
UNDER HIS COMMAND. IT EXPLAINED TO ENNTS IN 

IN GERMANY. PARTS OF 

ATTENTION. HOWEV ER. H 

THEREFORE, ffgg^ SUGGESTED TO HIM THAT HE SEE CaL0NEL~8CH0W IN 
FRANKFURT ANO GO OVER MATTER YMTH HIM. CONSEQUENTLY, YOU SHOULD 
MAKE SURE SCHOff UNDERSTANDS ENTIRE PROBLEM FROM OUR SIDE* IN OTHER 
WORDS PHILOSOPHY AND GENERAL POSITION AS OUTLINED IN OUR C«LE$ AND 
MEMORANDA. THIS ESSENTIAL NOT ONLY FROM STANDPOINT SCHOW* S PRESENT 
POSITION OUT ALSO FROM THAT OF HIS NEW JOB IN THIS ORGANIZATION. 

A. ft, MCCRACKEN 

R. HELMS 



JNG MOVED FROM ” 

DETAIL HOW Y/£ OPERATED 

SBKSS-ILSP--- ■«««+ 



MITTEN NOTES , 
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1. After careful perusal of your Repord- 
reallsatlon that the Sttooeeaful a mage®anfc ! bf| 
the direction aad influence exart id by yatft^at 
this tine we are able to furnish iSgf^aiTcSSr^ 
take-over period only. Xo oo^rehoiuiiTa go Aar 
until ouch, tine an the ocnplaxl^lba olf this \p 
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^thl a-haa 4uuar t >rti . it 
Bseesdatlona to ootvr tha 
Uy directive oaa be issued 
a\heve been clarified, 
idled review of all opera- 



- 4 ^ 



a. Preaeni, area p 
oonrags hare beei observed 

b* Target^lia^t 
20- $0^ strategic* r as S dndStf 



rit£as ba^talBad. until the results of entire 
three Month period at least* 

Wrtd n a e as at present, i,e. 50 % tactical* 
Itloal and economic. . 



a* Total monthly meant of momj arallable far operation* to bo decided 
after dotoralnatien of fixed Monthly expenditures, e,g* total cost of ell fixed 
salaries* average Monthly east of edaiaiatarativa expesdltoro*, m latanasao of 
Installations* vehicles, etc* We pranas that tha 1ST individuals uho nek* up 
tha staff af the central organisation aad ocbsibboiI nations sect! an «ra paid on a 
salary basis. 

dm In accordance with German alas, emphasise tarlaning tha sisa of 
the operations in the Soviet Zone while a tt empti ng to raise tha level of poartra* 
tlon. ’ 1 

a. Far your suggestion all strata glo operations no w la developmental 
stag# bo examined on a project basis soonest. 
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f* Attempt establish. adequate communications with agents already- 
placed for strategic intelligence, 

g. Information on Rumanian and Sungari an operations be submitted 
to the Austrian missi on for examination, but not without prior Washington 
clearance inasmuch as AM£relstlons with other missions of this organisation 
hare not yet been workeb^ut^ ■ — <Z>toe.it*W> 

h* Specific progress of JSRABPgR in Hie strategic field be spelled 
out, and detailed projeot plans submitted# 

1 • Cl operations be limited to those permitted under the present 
EUCOSC directive, vix*, to protect the security of operations* 

j* Promote oloser liaison with CIC in order to turn over Amson leads 
if not within interests of this organisation* 

k. Careful review Cl operations extending beyond soope permitted, 
e«g* SUB Thuringia, CSS, Soviet Mission Ansbach, eta* 

1* Consider possibility turning over operations of Berlin subsection 

to BOB. 

m* Appropriate Cl section supply study on SIS as presently known, for 
purposes of evaluation* 

n. Army to render immediate decision on payment of QM items* 

3. We are mindful of the numerous other faotors to be considered in this 
operation but are withholding oomment until we are certain of where we tread. 

The communications complex is one such factor* 

4* ‘ Reports procedures have been Hie subjeot of a separata memorandum* 

On such items as finances, agent control, personnel, administrative procedures, 
etc*, we shall wait until you have had ample time to study the requirements, 
and submit on the spot recommendations* 
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Attached hereto is a document for your filea. This 
la in an effort to keep you inf oroedla g e&a*al tenaa on 
aosa of the step a taken here subject 



Operation, The att 



Attachment 
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SUBJECT i Operation East/ 



1 



A 




Gi'-I 

j Dili — • Awjffgr^r 

In view of the currant xwgcrtiatlonjnqtg Hipect to 
Operation Rusty, wo felt that you would bo interested la 
certain comment a received yesterday fro* our representative 
In Germany. Since wo most roly on your assistance for KEOU 
administrative and logistical support if wo taka over control 
of tho Operation, it is believed pertinent that you should 
have the following text in the hope that you may be able to 
tales stops to ameliorate tho personnel situation described. 



•During the past six weeks a general dct©riorabion-in. ; ;the 
relationship between the American and German elements of Rusty 
culminated an 3 February with General von Gehlen, Gorman 
Chief of Rusty, informing Colonel Fhilp in writing that the 
vacillating support of the United States element leaves him 
no alternative but to reecosend the dissolution of the Busty 
operation. In summary. General von Gehlen made tho following 
points i He cited the unsatisfactory calibre of the American 
personnel assigned to Rusty, noting that the only three ex- 
ceptions to this (Major Welker, Captain Valcban, and Lieutenant 
Richardson) were scheduled for lsmlneat departure from the 
theater. Ha also pointed out that what he believes to be 
•the absolutely wrong attitude* of all the ft&lted States per- 
sonnel, which can be attributed to inexperience, baa caused 
disunity and distrust oa both aides. Von Gehlen also deplored 
the lack of firm financial commitment sufficiently in advance 
' to permit pla nnin g. He stressed that he mas not requesting 
imhktr money but a clear-cut allocation well In advance in order 
to permit him to plan such contingencies as the recent IjO per- 
cent depreciation of the dollar an the local market. He says 
that although he forecast this devaluation ami desired to re- 
duce the operations in advance, he was told not to cut on the 
grounds that the funds would be increased. Von Gehlen reaffirmed 
his id e o l ogical convictions but stated that be personally was un- 
willing to risk his reputation by trying to run a large Intel- 
ligence organisation without fundamental backing. 
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"This approaching crisis at Rusty headquarters has become 
increasingly obrloua during the past three weeks* The order 
for the preaatdre return of Captain Brio Waldnan to the United 
States with no provision for replacement or opportunity for 
hia to turn over his operational contacts proved to be merely 
the final In c i d e nt which crystallised von Oehlen's growing eoa- 
▼lotion that the United States Army was not sufficiently 
Interested in running a large Intelligence organisation under 
present conditions to give it essential support* When ▼on 
Oehlen van inforated by Colonel Phllp of Gamers! day 1 * unwilling- 
neas to have the Any release oontrol of Rusty, he said he saw 
so hope In such a future and felt that dissolution was the only 
answer. He also expressed aoae apprehension that the Amy, not 
appreciating the complex problems imrolved, night withdraw 
financial support simultaneously with the tern ins tion of the 
productiveness of the project* 

"We here are ouch concerned about the personas! picture In 
the American element of Rusty. At the moment, It looks de- 
cidedly gloomy. Sons of the off ic era aesas to have compromised 
themselves with the German element, others are waking an honest 
effort but hove no experience or command of the language* The 
three repreeentativea who seem to have done a good Job by ell' 
testimony are to return to the United States within the pre- 
dictable future* In view of this, our entry Into Rusty now 
would necessitate a carnal taunt in personnel which we are not 
in a position to meet Immedia t ely, unless the Army counters 
von Oehlen* a charges by quickly reenforcing the United States 
element with competent officers." 



. FOR -THE DIRECTOR OF CE3TFUL ISTKIXIGEHCBi ' 
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to : ' Chief, FBM ^ 

from : Chief of Stationfi/KiiiL$3?^e 

subject: general— Operational 

specific- Letter to General Hall 



JLO^ebruary 194<: 






1. On 7 February W4^Dr^Schneide^nanded the two copies 
of the attached letter to {HSflBBBBBw Schneider indicated 
that he hoped one of the copies would reach Colonel Bromley; this 
is a carry over from the early days of the Rusty investigation, I 
did not feel it was necessary to inform Schneider that it would be- 
quite impossible for me to be the vehicle by which an unofficial 
copy of a letter to General Hall from him found its way into the 
hands of the Intelligence Division in Washington, i’he original, in 
several copies, was handed to Col. PhilD to be delivered to General 
Hall. 

2. That Dr. Schneider has taken an irrevocable step is 
clearly apparent in reading the text of the inclosed letter addressed 
to Gen. Hall. I feel that comment is unnecessary. The letter, with 
its inclosures, does furnish considerable background and insight 
into the complexity of the entire problem. 

3. Philp is currently ill (whether it is the flu or his 
assignment is debatable) and has thus far been unable to deliver the 
letter to Colonel Schow for transmission to General Hall. 

4. I stopped in on Philp a few days ago while he was ill; 
during the course of our conversation an opportunity presented itself 
to cite the undesirability of throwing around loose references to our 
organization, its personalities and its activities. I am hopeful 
that the idea took .root; he assured me that he had been thinking about 

■. launch ing-;^i. campaign to improve the appreciation of his staff for 
such matters. 

5. A photostatic copy of this letter has been added to the 
Rusty file in Munich. 



Distribution: 
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. 1 - File w/1 Incl. 
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Saar General Hall* 



I am very sorry that our present situation, whloh 
Is the result of a long-time development, forces me to 
ash for you r Immediate help. 

- After long considerations . Z presented a letter, to 
col. PEUf on 3 February 1949 (Inolosure 1), requesting 
immediate motion concerning two fundamental requirements 
which are absolutely seoessary for the continuation of 
our work. 

I oame to the conclusion that it is absolutely im- 
possible to continue ay work under the present circum- 
stances. therefore, I request that either immediate steps 
are taken by Intelligence Division, SUOOB, to give our 
operation the necessary support. Otherwise, Z shall re- - 
sign from my position and dissolve the entire organisation. 

I am quite sure that you will realise that Z did not 
arrive easily at this conclusion, which would bring an 
end to an important project which la of great conseqnenoe 
for the US Intelligence as well as for our common interest 
in fighting the Conounist danger from the East. However, 
if any operation like ours does not obtain the absolute 
minim um of essential support, it eannot be expected from 
me to oontlnn* my work. 



In the following, I wish to give you more detailed 
information concerning the laok-or support our operation 
receives from tha Aasrloan side. 



I do not believe that it is neoessary to go into 
details about our basic conception, whloh prompted me to 
build up la mutual interest an organisation, whloh is - 
working with the United States against the Soviet Union. 
It was possible for ms to build up this organisation with 
extremely sm a ll means allotted to ns and to gather around 
as the beat experts Germany has in the field only because 
I could stress tony oo-workers that we are networking 

wo working With the 
united States against ota? common enemy* 
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Tor your complete information* I attach a short 
history of oar operation (inclosure 2). From it yon 
will sot that in a rslatiroly short period of time* 

I was able to organise oar project in sneh a manner that 
we are able to produce's considerable part of the US 
Intelligence in Europe. 



Ihls we did in spite of the fact that the support 
reoeired from tha Amerioan side was extremely United. 

I realise that iaerlean Military Intelligence is re la- 
tire ly young* and I had hope that in the course of tine 
our 'support would increase and* thereby* guarantee the 
effectiveness and efficiency of our organisation* this 
derelop$ent f however* did not take plaoe. In the con- 
trary* odr difficulties and laek of understanding by In- 
telligence Division* J5UCOH* increased to sash an extent 
that 1 decided to resign from ny position* if not an im- 
mediate change will take plaoe* 

In the beginning* It. Col. DEAHB was in charge of 
this -project, -and the only officer assigned to him was 
Oapt. WAlDIlAH, It was only possible to build Tip this 
organisation because these two offloers worked day and - 
night and a complete confidence on both sides prevailed. 
There was never any question in anybody's mind that these 
two officers did everything possible to assist the opera- 
tion and* vice versa. I believe that these two of floors 
never doubted for one moment the sincerity, honesty* and 
good intentions of my organisation. 



As soon as Col, UMBEL replaoed-Col. DBASE, the 
situation changed considerably. Col. USB EL. who. lacked 
any operational experiences* hindered the development of 
our operation by ids actions and* oven worse* misrepre- 
sented our intentions and aetivltiee to higher headquar- 
ters. Within a few months,-! realised that it would be 
impossible to work with Col. LXEBBL, Through Major ALLOT 
and Major SXS0HC, both of Operations Branch, SU80M* X in- 
formed Intelligence Division that a-ehaage of the Command- 
ing Officer is abeolutely necessary . Ho steps wsre take n 
by Intelligence Division* BUC0M, I finally wrote a latter 
to Central WALSH-on J June 1J4S ( Inclosure 3). He immediate 
action was taken* I considered already at this time to 
resign from ay position* when suddenly In September* due 
to a criminal case (It. DMmiH«ER)7jinally Ocl* Mm 
was transferred* 
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Certain problems within our organisation woro im- 
mediately solved after the departure of Col. LESBEL, how- 
#ver, 1 never will understand why it was possible to koop 
an of floor in oharg* of this operation for so -long* who 
did everything possible to rain oar operation* Z newer 
will understand why Intelligence Division, ETJeou, took 
no aetion for so many months, in spite of the fact that 
I dearly stated to-thea the difflcolties we encountered 
throughOol. L IBB E D . 

Z wish to continue to speak about the personnel 
problem. Zt is very obvious that this operation needed 
aore experienced US Intelligence officers. However, with 
the exception of the new Commanding Offioer, Col. PHIL?, 
whoa we know for several years, and -Ha J or WAIXER, Oapt. 
WA1BMAH* Oapt. RICHABDSOH, and Oapt, REDDUT, no Intel- 
ligence personnel with experience in agent operations or 
special background was ae signed to this operation. We 
reoelved a number of offleere who are abeolutely unfit 
to work with an Intelligence operation of our kind. They 
do not possess any Intelligence experience, have no know- 
ledge of the native language or of German mentality, awA 
also partly do not have the right attitude toward the or- 
ganisation. Hot only that they are not able to give the 
neeeseazy support to the operation because of lack of 
knowledge, they are partly also hurting the operation by 
starting mutual distrust and lack of confidence. 

As you already know, we are just about to lose two 
of operational experienced officers, and Z also will never 
understand why, for instance, Oapt. W ALPHAS was transferred 
without flret sending a replacement who could have-been 
briefed and oriented by him prior to hie departure. 1 can- 
not believe that Intelligence Division, EGO OH, was not able 
to do that. Zt proves to me the ooaplete lack of under- 
standing of our requirements . particularly in the person- 
nel policy, and at the same time, Z pan assure you that 
at the present situation, we are not capable to work with- 
out experienced American Intelligence of fleers. Therefore, 
Z am requesting a definite, change in the US personnel 
policy as far aa our project is ooneerned. 

Anybody who is cxperlenoed in our operational Intel- 
ligence work knows that planning la a very essential part 
of the operation. Planning is baaed on the requirements 
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•nd also on the funds given to th* operation. Zt was 
absolutely impossible for me to obtain from the American 
side a definite statement eo not ruing the funds allotted 
to this operation in time* i.e., J-< aontho ahead. 
Bepeatedly* 1 pointed out In aenoraaduas and discussions 
that the operation cannot continue on its present seals* 

If the funds were not lnoreased. I also clearly stated 
that* If the funds are not increased and we have to con- 
tinue to work with the amount we reoelve at present* we 
can do so* but would have to reduce the overall organisa- 
tion. However* Z was told again and again not to cut down 
the operation because additional funds would be made 
available. 

Ill this brought me Into great difficulties with the 
organisation* end due to the faot that finally on 3 Feb- 
ruary I was told that we eannot figure with additional 
funds* I asked Col. PH11P for his agreement to a great 
reduotlon of the field organisation. 

The lack of support from the American side In many 
other fields I can also explain only by the fact that our 
requirements for work are not understood. Inclosed Is a 
list of examples to Illustrate to you why it is Impossible 
for us to continue our work without making a radical 
change In the 'po Hoy of US support for this organisation 
(Inoioeure 4)« 

As far as I am concerned, I am convinced that a 
direction and control of thlB organisation by Intelligence 
v Division* EU00J1* la absolutely Impossible. With the ex- 
ception of a very email number of offloers from the In- 
telligence Division* EUCOM, I am oonvlnoed that the 
majority of the offloers eLlso at that headquarters have 
no operational Intelligence background and* therefore* 
are In no position to take deolslons concerning the acti- 
vities of our operation* Therefore, Z propose that an 
Immediate change be made In the subordination of this 
organisation* Z propose that this organisation be placed 
f directly unde r a headquarte rs dealing wi th cu r kin d of 
underoover'~u$eratlons • A solution should~be~ foltndT 'which, 
aesureo the fulfillment of the requirements of HUGO*. In 
case you are of the opinion that such a change Is Impoe- 
slblo* I would appreciate If you would Inform me* because 
then I em forced to execute the dissolution' of our organi- 
sation according to -the proposals forwarded. 
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X am very sorry that the development took crash a tarn, 
hut I am also convinced that I cannot take the responsi- 
bility for the future work to he continued under the pre- 
vailing conditions. It la Impossible to concentrate on 
the planning and execution of our mission while feeing 
continuously the -obstacles artificially created hy lack 
of understanding* 

Under no olrouastanoes would I wish to create a 
wrong impression of my decision not to oontlnne working 
unless the present conditions are ohanged. X shall al- 
ways remain loyal to our mutual cause. However * nobody 
can expert from me to do a job without providing me with 
the basic requirements for our work. 

By closing this letter* 1st me stresa again* Sir* 
that I am regretting deeply the development* and also 
that I have to ask you for your personal help* Both of 
your visits here showed me the personal understanding you 
have for us and our problems. Ihe confidence of all of 
us in you gives me the hope* that by your personal action 
the matter might a till be brought to a good oonolnslon* 
and to find a eolation which will fulfill the baslo re- 
quirements for our work in the interest of our mutual 
oause. 



Sincerely yours* 



l A 



CC ^ 
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Incl. la - Copy of IS «mo random to Col. PHUP concerning 
the Dieeolutlon~of the Organisation^ dated 
2 Pebruary 1949. 

lb - Copy of Memorandum to Col. PHILP, dated 
24 January 1949* 

le - Copy of Memorandum to Col. SOROW, dated 
15, September 1948. 



Incl. 2 - Origin and Derelopraent of the Organization. 



Inol. 3 - Copy of Memorandum to General WALSH, dated 

9 June 1948. 



Inol. 4 - Examples to llluetrate the lack of OS 

support for this projeat. 
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2 February 1949 



oatwr of a lencrandum Forwarded to Qol.* 2£M 
on 9 February 1949. 

I, There aro two basic requirements which aro needed from 
the American aldai 

(1) fa have to know early enough in a dvsnoey what 
financial naans mye available par month* Otherwise , 

It Is Impossible to do the neeeeeary planning and 

to daoida in tisa -about the nsoessaxy dispositions 
for the operation* 

( 2 ) So hare a good personnel polloy with regard to the 
assignment of limy of floors to our operation* It is 
Impossible to run a hospital without experienced 

d do tors * So it la lmpoeslble to ms an istelligenoe 
operation without of fleers with the necessary back- 
ground and with operational experience. The only 
officers with goad or some operational experience 
are Major WALKER, Ospt. WALPMAK, Lt. RICHAHDSOH. 

They are euppoeei to leave ) one immediately, the 
others in a relatiTely short time* She rest of the 
of fleers of the unit - total 4 — are without any 
background and any experience, with the exoeptlon of 
Capt* HSfiSXB in the communications field* In the 
case of eome of these officers, the lack of experience 
results in an absolutely wrong attitude towards the 
operation. Oils again causes disunity and distrust 
on both sides* 



II. For months I sa asking now for clearness concerning the 
f in a nci a l means, which are available for the operation in 
the future; I stressed that lt la not the point to have 
more money* She point is to have eleamese* Sven if we 
do not get a ore money, X m satisfied; but then I have to 
/ out down the organisation for about 404, since the dollar 
dropped about 404 in value, as I forecasted* Every time 
I was told not to out down, beoanae our funds would be 
increased* 
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Since i«Bur 194$ I was asking far the support by a 
sufficient number of American officers with tb« necessary 
background and experience, Up to new, thia request was 
naTar fulfilled, not rren la the utmost Halt required for 
our work. In the contrary, the fov experienced officers 
we hare are being transferred - a fast nobody here or in 
tta* field will understand. 



III. Z some to the eoneluslon that I cannot taka the responsi- 
bility for the operation neither toward the American nor 
the German aide, unless measures are taken-lmmediatcly to 
fulfill these requirements -mentioned abora. If not. I haws 
to resign from my position. I know that the leading per- 
sonnel in the operational headquarters as well as In the 
field will not be willing to continue their work In suoh 
a case, therefore , X will present a plan for dissolving 
the organ isat ion over a period of several months. I assured 
General 822KBS of our loyalty, therefore , the dissolution 
will be carried out in suoh a way that the American poli- 
tical interests will not be hurt. 

Our political conception regarding the cooperation 
with the United States did not change. Therefore. I regret 
very much that I have to make this decision. Anybody who 
was In charge of large Intelligence operations must agree 
that under these conditions which we are experiencing, it 
Is impossible to work. If these conditions will not be 
changed, I am not willing to lose my reputation by working 
without the necessary support and the fundamental backing . 
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24 January 1949 



Dear Colonel Philp, 

The great anxiety I feel toward the continuation of 
our work makes me write these lines to you. The great 
confidence we all have in you, who has been connected 
with this work fartnn its very beginning , encourages me~ 
to use free and open words in voicing this uneasiness. 

Prom the beginning, I resolved to try my very best 
to win the most qualified German capacities for unre- 
served cooperation with the USA* In doing so, I was 
motivated by the following oonviotione* 

(1) A show-down between East and West is unavoidable 
in the long run. 

(2) Every German is under the obligation of contributing 
his share, so that Germany is in a position to ful- 
fill the missions incumbent on her for the common 
defense of Western Christian Civilisation on the 
side of the Western Powers. 

(3) Por this reason, everything should be done to 
strengthen the leading power of this constellation, 
l.e», the USA, as far as this was compatible with 
our national conscience and our personal honor. 

(4) The epoch of the conventional national states has 
been superseded by greater conceptions, such as the 
Union of Western European States and the community 
of the Western oriented nations. This development 
does not txolude the conservation of our national 
characteristics within the framework of a West Ger- 
man federate state. 

(5) The above mentioned development will neoeasarily 
make the USA the best and most objeotive friend of 
Germany regarding a reasonable political and economic 
development. 



r 12? *2? already familiar with the Be arguments, 

I thought it advisable to mention them again in order to 
stress my attitude with regard to our work. 
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In the course of this work, I had the privilege of 
making the acquaintance , both in the USA and here, of 
eminent representatives of your oountry. I ohepieh the 
greatest gratitude to them all for the mag n a nim ous under- 
standing# which they haws shown no in the oourse of oar 
oo ns true tire work*' 



Since we hare always tried to make the best of the 
existing possibilities, leading US circles may not hare 
fullyrealised the extraordinary difficulties# whioh we 
have had to face in carrying out our activities. It is 
only in this way that I can Interpret the lack of support 
whioh repeatedly endangered the continuation of our work# 
ml thou gh it should not hare been so diffioult to grant us 
this support. May I mention the following examples i 

(l) About mid -August 1946, General SIBERT promised to 

assign an adequate number of US officers experienced 
in IS matters to this projeot.- However j until August 
1947, only one such offioer, l.e., 0apt. WAIDMAN, was 
available to the Commanding Offioer. Only after this 
time, some officers have been successively assigned. 

. Of these, in my opinion, Major BAIRD and It. KESS- 
sC DINGER were entirely unqualified in the IS field. 

V A>'“ Capt. SWEARINGEN is unqualified and Major DEPRESS 

c" has only limited qualifications for the work done 

by thenrhere. It need not be particularly mentioned 
that Lt« RICHARDSON, due to his previous assignment 
as Publlo Safety Offioer, has speedily familiarised 
himself with his work, and that Major WAI£ER, because ~ 
of his experiences in OSS, is a very great help to us. 



In saying this, I may be countered to the effeet 
that I am in no position to judge the US offioere as- 
signed to this proJeot. However, I trust, you will 
grant me such a privilege with regard to the 26-yaar 
period of my military servloe and the many years of 
experience I have had in the speoial IS field. The 
employment of well qualified US offioere, experlenoed 
in the field of IS matters, is of decisive praetioal 
and psychological importance to us. The utilisation 
of unqualified offioere, on the other hand, cannot but 
lead to an undermining of confidence of the German co- 
workers, because euoh a personnel polloy would sageest 
the conclusion that the higher headquarters do hov 
fully appreciate the importance and special require- 
ments of the IS. I would, furthermore, like to point 
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out that the assignment of a u oh qualified officers, 
who have a fair command of the German language j is 
of the greatest importance for our entire work* 
Everybody who is sufficiently f ami liar with the 
functioning of an IS knows that personal oontaot 
and confidence means everything in this field , and 
that for this reason, it is not feasible regularly 
to change officers employed in it just ae one changes 
on**e shirt* Therefore, the Intended transfer of 
Capt v 1AIDHAE, Major W1IKKR, and possibly It* 1I0H- 
AB280B, the only experienced officers of this unit, 
would have very detrimental effeots on the efficiency 
of this organisation and would lead to the conclusion 
that ther superior* headquarters are not sufficiently 
.familiar with the particular problems of our work* 

By way of conclusion I must, therefore, state that 
also in this point we have not been given the re- 
quired support, although this would have been possible 



(2) During the period that Col* LIEBEL was CO of this 
project* the situation prevailing here became un- 
tenable* The selection of such an officer, who ob- 
viously lacked every understanding of IS matters,' has 
adversely affeoted the American authority within our 
entire organization. This was partially compensated 
only by the fact that our organization had prevlo\»ly 
been given the chancre of making the acquainting of 
men like Mr* Sam BOSSART, who, on behalf o f^IAj 
visited the various field agencies of this oJgsSiea- 
tion for several weeks and who, through his extra- 
ordinary experiences in the IS field, left a perma- 
nent impression* Also in the case of Col* LIEBEL, we 
eueoeeded only after many monthB in bringing about a 
decision with regard to a change of the OO* All “the 
accompanying circumstances were very regrettable* 

The faot that It* EE8T1IHGER got off with a email 
fine for “his embesslement of funds, in order to pro- 

I tee t. Col* IIEB1L* .whose most diversified activities 
did not remain unknown to this organisation, has not 
enhanced the confidence in the American sense of 
justice, which has also suffered from the way in whioh 
various political trials were conducted* Sightly or 
wrongly, the apparently intended transfer of themost 
of floors, eraoh as Ccpt* WALDMAE, Maior 
WALKER, and possibly it. MCHARDsfm is Viewed in oon- 
neotion with the HEBEI affair* n 00n 
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On this oooasion, I would like to tell you 
quite openly that my own confidence the future 
of our common cause was bo gravely shaken hy all 
these events, that I would not have continued in 
this position if you, with whom we have been ac- 
quainted einoe the period immediately after the war 
and from the very beginning of our work, had not 
become the CO of this unit# 



The conduct of -*IS activities ie a matter of long- 
range planning. This includes long-range pla nn i ng 
also in the field of finanoes# I am completely 
aware that euoh financial planning, due to US budget 
pro bleme , has its special difficulties . In spite of 
all our urging, which was done on various occasions 
in due course and which is on raoord, we have not 
met with the possible support in this field. For 
Instance, a considerable time prior to the intro- 
duction of the currency reform, we drew attention to 
the difficulties to be erpeoted for our work, and 
actually got into a grave plight immediately after 
this currency reform. If even the French and British 
IS, which are supported by countries of lefce finan- 
cial means, succeeded in making the new currency 
available at the lowest levels on the very day the 
ourrenoy reform went into effeot, it is difficult to 
understand why such a settlement should not have 
been possible to the US IS. 



The currency reform has resulted in an overall 
picture of the financial situation of this organisa- 
tion, which requires an immediate decision either 
drastically to out this organisation and the activi- 
ties conducted by it or to allocate the means re- 
quired for the continuation of this work in its pre- 
vious extent# I have submitted the required records 
in ay Memorandum dated 31 Deoember 1948. In the two . 
conferences, which were also attended by some gentle- 
men from Washington, we were told that our activities 
should continue as before, einoe we could expect a 
proportional increase of the sums to be allotted to 
of this communication, no change in the 
activities of this organisation has been effected so 
far, and owing to the aselstanoe rendered by EUOOM 
by the transfer of a smaller amount of money, the 
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period until the end of January oould be bridged, 
KoWf the tine has come for a deoi 0 ion f the fact 
being a tressed that all measures to be taken for 
a reduo tion of our organisation require a wind-up 
period of about 3 months# 



(i) In order to fornieh an additional minor example of 
the effeot of a decision, which we ha re difficulty 
to understand, I would like to point out that Mrs. 
WjLLDMUPs unexpected leaving this organisation in 
the next days would lead to a considerable reduction 
of the amount of reports handled by us, slnoe no 
qualified replacement is available and no officer 
can be made available for her former missions with- 
out detriment to other important tasks# Moreover, 
the editing Job requires a prolonged period of famil- 
iarization# Otherwise, lack of experience as to the 
way of cooperation with the translation section will 
lead to a great number of mistakes, which it will 
take some time to eliminate# 



In writing these lines, I have selected only a few 
points to characterise our situation# I would like to 
stress once more that my belief in full US-German coopera- 
tion and the basic fairness of the US agencies -with control 
of our work, remains unshaken in every respect# This is 
largely due to the personal oontaot with a number of 
eminent officers who are outstanding in their respective 
fields, euoh as individual -representatives of -the War De- 
partment! General HAJiL, Col# SOHDW, and Xt«Ool, XRETOHFXELD 
in Europe! and last but not leaat, you yourself. On the 
other hand, I must oonfese that such confidence does not 
exiet regarding the effioienoy and competence of those 
parts of the US IS with which we have to perform our work. 

Since I am responsible not only to the US as to the 
efficiency and loyalty of this organisation, but am simul- 
taneously oharged with the responsibility, ris-a-vis the 
entire oirole of the German co-workers, for the continuity 
of our work and their personal security, I feel obliged 
to submit to you, in a few days, some amendments of the 
Organisational Directive for the 7821 Composite Group, 
dated 13 October 1948, and of the various pertinent supple- 
ments, since several points are not acceptable to me in 
their present form. 
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I am perfectly aware that eertain difficulties are 
inherent to the particular nature of our work. For this 
reason f seems to me all the more necessary that all 
reasonable US help for eliminating the avoidable diffi- 
culties should be granted to ua by the oompetent US 
agencies « Should it not be poeaible to grant ouoh 
assistance! the continuation of our work would lose its 
neoeasary basis and I would feel obliged to propose the 
dissolution of the entire organisation* It goes without 
saying that in such a case , I would take all measures to 
effect the dissolution in the moat loyal manner 9 whioh 
would in no way affect the political interests of the US 
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17 September 1948 

MEBO&AXDUX SO I Ool. SO HOI 
THRU I lit* Ool* BERSX 



Already before the introduction of the currency 
reform* the financial means available to this project 
were too limited In relation to the required-information 
and the extensive activitiee of this project* Shat it has 
been possible* on the ebola, to furnish the required in- 
formation in spite of the above disproportion is certainly 
due to the feat that almost all eo-worfcers of this project 
have been motivated by idealistic considerations * which 
has made our project by far the most inexpensive intelli- 
gence service of the world* 

The appropriation of 1125*000 per month after the in- 
troduction of the currency reform* In its actual effect* 
represents a considerable reduction of a budget which it- 
self had not been adequate. 



Shis reduction has led to a temporary suspension of 
the planning in the field of strategic Intelligence acti- 
vities* which had been aeoeseltated by the received intel- 
ligence requests* furthermore* due to the shortage of 
means * also the taotloal IS activities had* for the time 
being* to be reduced by 50 - 50 ?t, After a consolidation 
period of about one year* during wMoh all but first-class 
connections had bean dropped, the above limitation of our 
tactical IS activities is on the point of affecting the 
substance of ear moat reliable connections* In this con- 
nection* it nut be pointed out that -a severed reliable 
connection eannet be resumed at will* 



I fool obliged emphatically to point out this fact 
and the certain, decline in the number and quality of the 
information which it will be possible to obtain* 



But there is still another faster which has an raw 
favorable effect on the activities of this project. 
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Prior to tho beginning of the now fiscal year, tha 
ehlof Of this project submitted to the 60 a pro- 
posal for a budget, which, was adjusted to the reoelved 
\ nle lligeno e requests* Thereupon, prcapects were held 
oat to se according to -which X could expect an Increase 
of oar financial means* Bat Instead of this, I was In- 
formed on 11 September 1948 that, effective Immediately, 
this project had to reckon with an even saaller sum than 
4125,000 per month. Shis reduction was explained by the 
fact that henceforth the rations, PZ articles, POX, bocks — 
co n tra r y to the former usage - would have to be included 
in the 4125*800 allocation and that, furthermore, addl— . 
tienal payments will have to be made to cover a debt of 
about 1150,000* This constitutes such a considerable re- 
duction of cur financial means , which hare been inadequate 
before* that the Immediate reduction of about one third of 
the aotlrltiee of this project must be decreed* 



If there are Imperative reasons for such a reduction 
of -our financial means, It Is not up to me to argue about 
it. 

Taluable results may be secured with a considerably 
reduced projeot on condition of a corresponding limitation 
of the requested Intelligence, It is true. However, it Is 
absolutely neaessary that we should be informed, at least 
6 months in advanoe , -what financial means will be avail- 
able to this projeot* Only suoh an Information would 
guarantee! 

(a) Aooorate financial planning by subordinated organi- 
sation leaders | 

(b) 1 prior and timely planning of -the activities of 
this projeot) 

(e) She elimination of human-hardships and security 
threats to the operation. A discharge without any 
previous notice requires a cooling-off period of 
.about thro# months for the affeoted individ uals , 
and o eases additional non-productive costs to the 
operation during this period* 



due 

can 



I should appreciate very much If X were informed, in 
course, about the f i nanci a l nans which this project 
definitely expect for jhla fiscal year, 
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la submitting tills memorandum, I believe to serve 
simultaneously the Interests of the designated 00 of 
this project* 
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Origin and P «vflloMMnt of Our Orwaitiitton 



1. Origin of the Or««A**tlgfl 

Purina world War II, the Department "Eraade fie ere 
Oet" (Foreign Armies East) of the German-High Command of 
the Army dealt with Eastern Intelligence, Shis depart-* 
meat was to procure a continue tire picture of the war 
potential of the Sorlete and to giro a daily opinion of 
the enemy's situation on the Eastern front. 

the department consisted of specialists for Eastern 
affairs* In addition, the persons holding hey positions 
in the department were expected to have speolal abilities 
and experiences in the operational field. Since April 
1942, the department was under the leadership of the 
present German chief of our organisation. 

Before the end of the war, the latter made the de- 
cision to sare by all means the personnel and the col- 
lected records of the department for the benefit of the 
USA in the post-war period. The reaeons for this deoision 
were the following* 

(a) The conriotion that in the future, the USA would be- 
come and remain the leading powar-for the defense of 
Western Culture against Communism. 

{b) fhe oonviction that Germany would have to do its 
share in this defense, realising that the age of 
national states was over and would have to give way 
to the greater oenaeption of the United States of 
Europe within the frame of the United Hations. 

When Germany collapsed, it was possible to save the 
majority of the valuable personnel and the records of the 
Department "Fremde He ere Ost*. 

In the summer of 1945, a group of 7 specialists, to- 
gether with the essential parte of the records, were taken 
to the USA and put at the disposal of the War Department* 
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At first, this group, directed toy the former chief of 
the Department *?reade Hccro Oat", made studies result- - 
lag from the complete evaluation of their wartime records. 
Later on, this group also did actual evaluation work to 
an increasing degree from more up-to-date material supplied 
toy the War Department as well as detailed evaluation of 
the Soviet military press, Both the evaluation work and- 
the etudlee found the appreciation of the War Department* 

meanwhile, en suggestion of the former chief of the 
Department *7remd« He ere 0«t", a email German information 
collecting organisation had started work in Germany as a 
Special Project of USfET. She German chief of this col- 
lecting center was the former ohief of the "Atowehrleit- 
stelle Oet" (Wield Intelligence Office last), who during 
the war had worked In close connection with the Department 
"Fronds He ere Oet" and according to special ine true tlons 
from tbs chief of this department. Although limited In 
scale at the beginning, this Information work soon brought 
valuable results. 



In summer 1946, the group of specialists returned 
from the USA to Germany. To realize hie above mentioned 
Ideas - that Germany should do her share in the defense 
of Western oulture against Communism - the German chief 
focussed hie attention to the following points i 



(a) to bring together and to coordinate the collecting 
and the evaluation of information. 



(to) So work on a larger scale. 

(o) So find a form of organisation making It possible to 
oall upon the cooperation of the beet German men In 
this field without developing In them a mercenary 
feeling In pay Of a foreign power. 



During a fundamental conversation with General StBSSS, 
full conformity was attained to the effect that a German 
organisation should be created under American supervision 
and with American material help, which should make use of the 
German co-workers for intelligence work against 
the Soviet Unlon-to the mutual advantage of American and 
fltraan lnitrtets e 
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Shia basic conception of a Soman organisation work- 
ing together with, the USA, made it then, actually possible 
for the chief of the whole organisation, as the farther 
development showed, to get the hoot Sermon men as eo- 
worker* without their being handicapped in their coopera- 
tion by the Idea of working as msrceaariea in the pay of 
a foreign power* from the very beginning, the work of 
the organisation hae been carried on by the eosrletlon 
that ideologically we «re all on the sane side, that the. 
fate of Germany must politically remain closely linked 
with the USA in the future, if western Culture is to be 
safeguarded. 



2. Aaaiflffigaifl. jelJaa-Ssnalaattga 

the first assignment given to the organisation was 
to get as aoourate a picture as possible of the OB of the 
Soviet Armed forces in the Soviet Zones of Germany and 
Austria, In addition, the organisation was to do 01-work 
in to far as it wae necessary for its own protection. 

However, this limited scale of commissions for In- 
telligence work was very soon extended, from a geographical 
point-of view and by EEI’s In the eeonemieal and political 
field. 

It wae only natural that, thereby, the organisation 
was fast Increasing too. 

She mentioned basic conception made It possible to 
get the required German experts as co-workers . Also, be- 
cause of the political irreproaohablenese and the good 
reputation, which the German ohlef of the organisation 
enjoys in all German circles, experts from other branches 
- noted politicians and industrialists among them — could 
be approached. 



3. ariaaslon*. Borland Effectiven ess of the 

She extension of the organisation was determined by 
Its first assignment and the enlargement thereof, fhat 
this mission could be carried out with a relatively small' 
amount of money was doe to the baslo conception agreed to. 
Ibis conception made It poeolble to create end to keep 
Idcallsm-thc pre-eminent impulse for the work In the orga- 
nisation. Thsreby, It has been poeslble to use the major 
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vsrfc of t hr money allotted by the American tide portly 
for ope rational funds, 8alarita ware paid only- to people , 
holding fall-tine Jo tie in the organisation, i.e.. about 
15 p, Bov oheaply the organisation hat been working during 
the first two yean of ite exiatenee is illustrated by the 
faot that the average-cost for one report amounted to 
about 12 - 1$ Bo llaro. 

A eoTtre teat for the ide alien of all eo-workore of 
the organisation, vat the large amount of diffloultiea re- 
sulting especially from the faot that the organisation 
was working from out of on occupied country. Only a few 
of them are mentioned > Obtaining houses, transportation, 
legalisation, denaslficatlon and demilitarisation, -procure- 
ment of dooumente, securing of communication means. Al- 
though the responsible American offloers at SHOOK were try- 
ing their beet to assist wherever it was possible, the 
actual realisation of this assistance proceeded very slow- 
ly. because up to the summer of If 48. the number of American 
offloers working with the organisation was too small. The 
few officers assigned showed endeavors deserving the highest 
praise to remove the technical difficulties. But they were 
too muoh tied down to of floe work and. therefore, oould- - 
only comparatively seldom use the most effective way. I.e.. 
to personally clear up the teohnloal difficulties On the 
spot, that is out In the field. If a well organised 
American operational branch, cooperating directly with 
the organisation, would have been added at an early date, 
staffed with a sufficient number of IS- trained offloers. 
the organisation would have been saved muoh trouble and 
disappointment, eapeelally those parts working out in the 
field, In enemy country so to speak, and who risk their 
lives, or at least their freedom with each commi tme nt. 



In spite of that, it was possible during the first 
two years of the work of the organisation to fulfill com- 
pletely the first mission and the major part of lta ex- 
tensions. The OB of the Soviet Zones of Germany and 
Austria was fully ascertained and is being watched con- 
tinuously. the OB in the Balkan Satellite States too was 

* or *» Important parts of the eeonomie 
and political B8I*» wore complied with. Strategical in- 
teUlgenoo was launched step by step - though naturally 
s lowly - into the depths of Soviet tsrri tmrraind 
Soviet controlled areas, I'urthermore* Cl work beyond the 
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actual promotion of the organisation brought valuable 
r*tralts 4 especially with regard to the Soviet ZS and the 
institutions ns«d by It. 

to an Inoreaslng degree, the reralte of this work 
w«r« being appreciated by the reeponalble American offi— 
oere at EUOOh as well ae by the frequent Tie! tore iron 
the hi ghee t authorities In the USA, Repeatedly, our or- 
ganisation wae «v*n informed that it supplied about 70rf 
of the Intelligence of the Suropean Cheater. 

Che amount of incoming reporter In spite of the 
limitations in funds and supplies* has ones more shown 
an increase, bringing the total number of reports to more 
than 8*000 In October 1948, In addition, the reports 
hare Inoreaeed In quality as well. 

This improvement was largely due to the leader of the 
organisation, who has appealed repeatedly to all the m«n- 
bere to give proof of their idealism and do their best in 
helping to bridge over the period until increased funds 
are available and not to Interrupt the steady upward trend 
of the organisation as a whole. 

By careful planning of the overhead and through tire- 
less efforts displayed by everyone, including the lower 
levels of the organisation, conditions have been created, 
based on long experience, which make it possible from an 
IS point of view to fulfill the majority of the briefs 
given by the American side, These briefs are constantly 
increasing in number, A budget estimate of required funds, 
showing and explaining the details, was subedited to the 
American aide before the beginning of the fie cal year 
1948/49. this estimate wae based upon the theoretleal 
presumption that all the given briefs would be complied 
with. It was olear that the allotment of funds would de- 
pend upon the whole American 18 Vu&get and that any re- 
ductions In the latter would consequently show inthe 
allotment of funds for the organisation. But it seems 
neoeseery to make available for the organisation at lsest 
suoh. means ae to enable it to carry on to the some extent 
ae before and, in addition, to realise tha prepared etra- 
tegioal lines, to go Into the depth of the Bus elan orbit, 
and to build up the radio not (radio agents, monitoring 
and direotlpn finding, command net and radio 01 on a 
Halted scale). 
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fix *n submitting the following thoughts , X raqueat t« Uk* 
Into consideration that theae thought* origin* to from the fool- 
ing «f responsibility Z ham toward you a* well ma toward th* 
or gan! —Hon. Thin responsibility put* me under the obllg*- 
tlon not to aeoept paaeively faote which most ho altered in 
th* lntoroit Of our work. If I seem to he oritioiaing , »y best 
of intentions and Impartial matter-of-fact coneidorationa are 
the only reason, certainly not the do a ire to criticise In It- 
self* I oan look hack upon 26 years of-eerwico as a soldier, 
which brought no into various positions . In all these posi- 
tions , I worked to the full satin faction of ay superior offi- 
cers. Therefore, I helleve to he justified in Claiming a 
sound Judgment on the questions which are being raised In 
the following. 



She fendaaantal basis of our work has always been the 
basic conception agreed upon at the beginning of our work. 
Shis basic conception was that all of us Germans who had 
many years of operational experience will work together 
with the Americana, paying particular attention to all 
each intelligence which is of special interest far the 
VBA* furthermore, we agreed that the system of our work 
would be restricted by oertaln f motors dictated by Ameri- 
can foreign policy for the purpoae not to c ompr o m ise the 
American side and also not to endanger our projeot. 

She basis conception mentioned above cade it possible 
for me to obtain the cooperation of outstanding German 
nationals whs are good damans but also ideologically on 
**••**• 0f deaoeraeiee. It was net at queetion 

of hiring people for a foreign power, but to sail those 
people to -work with a partner who was Ideologically <m the 
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This basic conception nt the reaoen that we could 
b uild up this operation with a comparatively a mall amount 
of menoy* ae we did. We Aid not bar* to pay people for 
their services# we only had to provide those who were 
fully employed by the operation with the absolutely ne- 
cessary means of suppers; leering the bulk of our funds 
for operational, purposes « 

the period of building up the organisation was suc- 
cessful In epita of toohnioal difficulties ores tefl by work- 
ing from an oooupiod country i Housing* transportation* 
legalisation* denaalflcatlon or rather demllliarlaation — 
juet to asatlon a few* Hcwsrer, we cuoceeded in oversea- 
lng nost ef these teohnleal difficulties with the assist*- 
anoe of the American officers assigned to this project. 



B. forking He thud of Col* BBAJB 



He o 




to September 1J47* It* Col* BEAJE was the 00 
tly adhered to the baslo conception. 



When ho started his work* he had little experience 
in the field of intelligence • But he soon succeeded in 
creating an atmosphere of confidence with hie officers as 
well as with the German aide. Ho (□.ways used common sense 
and was willing to aeoept suggestions. He ^ulokly learned 
the essentials of intelligence work and shewed an under- 
standing attitude toward the German side. However, above 
all* ho gave to the American officers assigned to 
freedom of noting on their own decisions by delegating 
to them the incoming work in a vex 7 able manner. 
confined, himself largely to fundamental matters, thus Ins - 
etting hie officers to demonstrate initiative on their own* 



Spring the time ef It. Qol. SEAlS's being 00* the mle~ 
■ion of the operation wae much more limited than today, in 
consideration of America's foreign policy* Therefore* 
there were enly relatively few big problems at that time, 
tat the ammber of*almer teohnleal dlffioultiee wae much 
higher than today. Their removal was more difficult then 

y* oredlt, lever- ’ 

theleee, the difficulties were overcome for the above men- 
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This «u handled in the following manner* If any prob- 
1 m asms up, they ware trustfully submitted by the-Cemsn 
alda - sooordlng to their Importance - either to fit. Ool* 
BKABB or to hie affleare. 0ol« BSiBJS than either Arere 
himself or, aora frequently, eent one of his offleers to 
the plaoe-oenoerned, «.g. t SUOOX or places eonswhere In 
the field. It lOflOM, daalalTe halo was being -given in 
■eat oases by Ml. SOHOf or Ool. FRIIZSOHS (e.g*, in all. 
f undame ntal natters regarding funds, documents, enpport In - 
the British Sane by approval of the Surrey Dataohaent, ate). 
In the field it~was noetly doe to the capability and deter- 
mination of Ool. BEAKS' s offleers who wore sent there to 
reserve difficulties. 

At times, one of Col. DBASE' s offleers would be out 
with the IdA'e for 10 days, arranging natters he was well 
acquainted with (such as getting houses, residence permits, 
arranging denaslfloatlen matters, etc). At the ease tine 
he would learn of other difficulties which he would renore 
on the epot. Besides , nany valuable suggestions werer nade 
to the offleers who were out In the field (for Instance, 
one of the officers talked to a courier who suggested the 
use of US nili tary trains by our couriers. This was ar- 
ranged shortly afterwards). 

In case Col. P KAPE himself was on a trip, he author- 
ised the next ra nking offioer to act as his deputy In Oder 
to guarantee the continuation of work* 

With this -sensible method of work and the untiring 
efforts of Col* BRAKE'S assistants, it was always possible 
to overcoat dangers resulting in-some breakdowns which are 
unavoidable In Intelligence work. 

In general, the chart of American support for oar work 
showed an upward trend until September 1947, because the 
CO wms suited far this position. 



III. 



PimonltlM Since September 1947 

la Sop teaber-lf 47 ,8ol* IIEBEL arrived as the suc- 
cessor to It* Ool. UEABB. 



_ Items Only natural that the Osman slda was awaiting 
hln wlth all expectations that a specially selected offioer 
would have been commissioned, It was taken for granted thati 
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(a) oo 1 . USREIi would be «n officer with experience la 
Intelligence work) 

(b) Bit beelo conception would remain the eeae j 

(a) Ool, UKBBl would hare been briefed accordingly. 

It wee quite obvieua that, at the beginning, Col. 1 IBBSL 
tried hie beet to ea tab 11 eh a good contact with hie subordinate 
officers as well as with the dexaan side* However? this atti- 
tude changed considerably when Mrs. 1 XEBE 1 arrired. Besides* 

It soon could be noticed that Ool* 1 UBKI/ dees net hare the 
necessary experience in lntelligenee work end that he has no - 
understanding for our work under the prevailing elrouostanoes* 
this is shown net only In hie treatment of the large issues in 
our work* but also In many small affaire of daily routine work* 
more or less Insignificant, but paralysing the joy to work and 
creating displeasure, I quote the following examples! 



A. large Issues 

1 * l»«oh of Operational Bxmerienoe 

Col. 1 I E B BL has no idea how valuable Information 
Is being obtained. One example of many to illustrate 
this ie the following! The Journey of an important 
agent to Paris* where he was to reoelve Information 
about the 8U from a strategical connection* was pro- 
hibited with the explanation that we should work Bast 
of the Rh i n e River and that our man should meet the «>nw 
from Paris -in Swltserland. Thus, this Information was 
lost to us* 



Also remarks * euoh as i “We ore doing too »m«ii 
easy work" j "Have too many people Inside and too little 
outside"! "Spending too much money on reports within 
the cone"! his demands for an lnoroast of the number of 
•goats working in enemy countries and for a reduction 
of the n&mber of people working within the sene* show 
that he had not the right conception, A certain organi- 
sation within the sons (our cub— organisations) * at 
present about $00 people* Is necessary* 



*“ Mffiottltiss in Discussing Ocsy^aal ‘Vff^r V T 

Quito often O0I4 MPB $®ee not listen to me to 
the end. If a problem Is presented, he Jumps to con- 
olawlonoi makes decisions and gives orders before he 
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the whole ■To 17 . Then there are extreme diffi- 
culties In work To oontinne To convince hi* about some- 
th wg vhon to said "Vo" already after hearing only the 
first eentenee, Rue To The lack of operational «- 
peri cnee, too smallest things hare To be explained In 
all detail at the expense or tlao and energy. Quit# 
ofton the lack of understanding la to complete, That I 
do not dart to aakt suggestions -whieh art keyong those 
suitable for a key aooat outfit* In oaao largo laauaa 
have kaan aukalttad whloh ho approves of hesitatingly 
kut which require approval ky higher headquarters# 
tharo hart frequently kaan indications that ha either 
did not forward than at all or only after considerable 
tine had elopaed (Malta)* 



3. Faulty Working Kathode Of the 00 

Based on many years of experience in my work 
against The East, X hare kuilt up this organisation 
a a IT la now at your disposal* the direction, of auoh 
a large organisation demands That I confine myself to 
the big problems and decisions only and am not losing 
my Time with minor affaire ( which I can delegate to my 
assistants* Col. LIEBE1 is mostly occupied with small 
affairs , thereby neglecting the large issues* Put to 
his long hesitations and by obtaining the decisions from 
EUOOM too late, "Operation 301" and "Operation 8QXRATE3" 
failed* It was planned to get into our hands top spe- 
cialists from the Russian Air force -and the Commander- 
In-Chief of the Slovakian Air Pores* These people could 
have given us -most valuable Information* It would be 
better if Col* I IE BEL would devote hin energy to 
these questions instead of bothering about small de- 
tails, each as the f i lli ng of the swimming pool. 




4* Xstekins ffnders tending of the german Mentality 

Col, 1 IBB SI has no knowledge of the eerman men- 
tality and* thereby, frequently makes mistakes which 
art bound to decrease the confidence* Therefore, 1 
have som* time ago asked yon. general, the question. If 
wj«io eonseptien is still the earns* for the ressen 
ttat 1 had gained the impression from the conduct and 
the frequently offensive attitude of Col. I HEBEI that 
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be «u going to follow * different line of policy re- 

f crdlng this aueotion* A typieal example is the draft 
Or an order, the aoeaptanee of which X refused la a 
written reply! a copy of both la submitted herewith* 

Xa addition, Col* IJBBBl quite frequently trite 
to play eat one person against another. During ay trip 
to Switserland, he offered on layer tant poaltlon to one 
of ay gentlemen; iaepite of the re foe lag reopens e of 
ay deputy, Col* XXEBKL know that la eertain natters, 
this gentleman and X were of contrary opinion, hut he 
did not knew that this gentleaaa weald refuse to ho 
played eat against ate* At this occasion* he had a pri- 
vate conversation with this gentloaan regarding natters 
of our organisation, and he asked him for complete dis- 
cretion* this incident has been settled by a personal 
talk between Col* HEBEI end ayeelf* However, the 
actual foots cannot be erased. In connection with this 
affair. Col* HEBE I nade the remark to sty first as- 
sistant that he had the intention "to better or to 
bast the whole thing"* 

Col* HEBEI* b wrong conoeptlon of the work and men- 
tality of oar people in the field le also illustrated 
by several remarks to the effect that Our men are paid 
auoh too well (the opposite is the ease)} there were 
sone people who were getting too rich, etc* If one 
knows the difficulties under which our agents in the 
field are obtaining their information, often practical- 
ly without payment, and that we are losing people all 
the time, this is most embittering* 



5* Security 

In matters of security, Cel; HEBEI 'a conceptions 
ere sometimes hard to understand* He is meet annoyed 
about etery small security violation in the field, but 
is completely overlooking the fact that cllpe of -this 
kind arc unavoidable in the intelligence service. Up 

"“■*“! -toe fact that the number 

has been surprisingly 
the organisation* It was 
t he formed on opinion 
opart concerning an alleged 



ww- MW uvws MV « 

of aotual eeourlty violations 
email considering the site oi 
especially annoying for us th 
im mediately open receiving a 
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security violation before ha had the results of oar own 
investigation and the report from our own aouroas . In 
ooat oases, these showed that the situation waa entire*, 
ly different in reality* 

In contrast hereto , Ool, HEBEI showed a la oh of 
corresponding ears regarding security within his own 
sphere* When we had just arrived here, he kept the 
Industrial awards in spite of ay warnings , until it 
turned out • as we had expected before — that the enemy 
intelligence Berries had agents aaong these guards* She 
practical results were two attempts to burgle ay house 
with the purpose Of stealing doeuosnts and identifying 
the background of ay own person* During -one of those 
attempts , our housemaid was knocked down* Contrary to 
my suggestion. Major BAIRD, who is most ana oi ted for- 
this job, was ordered to pursue this affair with CIO, 

Recently, the cousin of Col* 1XSBKL, who has 
nothing to do with the -organisation, was shown around 
by him in the compound, She daughter of Col. IZEBEL 
brings along her girl, friends to -the swimming pool 
looated within the compound (Col. LIEBE1 lives Outside 
the compound)* Besides, 1 doubt whether it Is reason- 
able that the 16 year old daughter is being informed 
about the nature of our work by using her temporarily 
for the editing of reports. 

In addition, upon request of Mrs, 1IEBRL, Col* 
1IEBEL assigned a nurse to the dispensary who lived 
outside and did not belong to the organisation. It 
was only upon my protest that this assignment waa 
revoked. 







Wrong Organisation of the Work in _ths Aaerloan Staff 



She biggest and moat serious alsteke was the com- 
plete-laying up of the Operations Office in the Own 
staff. One could hold it against os that this-ls a 
purely American affair and none of ay bus lose e. But 
•tho unfavorable affects on the whole -organisation force 
me to stress particularly this point*. 



.. UKRl hae not delegated any duties or 

authorities to his officers* Decisions and signatures 
he reserved mostly for himself* He very seldom hoars 
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the advice ef hi* officer* with regard to ripening 
problems, though eeac of thea arc muoh longer In this 
b mines • < than he himself, Therefore, ho often mokes 
unsuitable decisions which are frequently Immediately 
tranef erred into orders < Xhla procedure hae unfavor- 
able effects* 

During the absence of Ool* HEBEI, it Is impos- 
aiblt that his first assistant, for Instance, can send 
a sable to the Xllltaxy Attache SOKE in order to an- 
nounce the arrival of a gentleaan with an laportant 
mission* Of cenree, the result Is a failure. Every 
eaallest decision In the operational field, each re- 
quest for supplies or every unimportant administrative 
Measure requires his special approval or signature. 
Even within the compound It Is Impossible to move an 
office into another room without nia Indorsement, 

All this has detrimental re suits, -especially 
during the absence of Ool, LXSBEL, .c,g«« delay in 
forwarding reports and correspondence. 



The consequences are considerable delays In many 
small matters , which are In no sensible proportion to 
the Importance of our mission and which make the work 
much more difficult for the German side of the organi- 
sation, Conditions out In the field are thereby made 
so mush harder, although many things, which formerly 
meant a -hard battle, have beoome matters of pure routine 
work (e,g«, lioenaoe for oars). Inmost important gut- 
ters there were grare difficulties (e»g., residence 
permits), ee that there were heavy losses In oonfidtnoe 
toward the American cldc out in the-field, which were 
ultimately the fault ef Col, HEBEI, On the other hand, 
all the initiative end inoentive of the American assis- 
tants will be very mush decreased by Ool. HEBEI *« work- 
ing methods, 



On the occasion of your last visit, 2 submitted 
this euaoexy ef insufficient American support of the 
organisation to Ool, XXBBSL* after my former individual 
attempts had not boon successful, lie dlffernet prob— 
by no means of a nature that their solution 
would have boon Impossible under the present olroua- 
■Jwsj They wore merely matters which wore not dealt * 
with duo to nogllgeneo or w*ong organisation of thf work. 
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During the last months, I hare repeatedly re- 
ones ted that an Operations Section should be formed 
under the management of the officer who has dene all 
thia work for 18 aeutha . and that Ool, H8BK1 should 
arran g e hie work according to the same principle aa 
1 doit ays elf I He should reserve for himself the 
deoieione On fundamental questions hut, otherwise, 
leave a free hand to hie officers. However, Cel, 

T.tkb kl did w>t decide to bring about any alteration 
until he realised fcy determination to appeal to the 
naxt higher headquarters in ease nothing would be 
changed* Instead of making the two officer* the 
nucleus of this Operations Section, who have a first- 
class knowledge of the total organisation, its working 
methods and its mentality, and who have the complete 
confidence of ell field installations, it Is planned - 
to get a nnnber of new offloers and to assign s nsw It. 
Col. as the Chief of this Operations Section, who io 
not acquainted with us and -our working methods. During 
conversations with me. Col. X I BB B Ii emphasised that he 
wanted oombat offloers only and not offloers from the 
Intelligence branch, Exactly the contrary Is necessary. 
The two offloers who so far were brought here by Ool. 
liebel, Major BAIRD and It, KESTXIROER; are nioe fel- 
lows but quite unsulted for their jobs, I request you, 
general, to take into consideration that I have suc- 
ceeded in securing for you the best German staff avail- 
able for our work. If the American aide has not like- 
wise assigned only the beet of. the available American 
staff, it is a psychological disadvantage and detrimen- 
tal to the American cause., 



May I explain this with another example i During 
a conference with the leaders of the sub-organisations 
on 25'Ksy, Col. L22BB1 was requested to say a tow words 
about the politico. situation. Ool* XXBBXL thou gave 
hio general opinion, which was notsd down in shorthand 
and did sot show the mental level one should expect. 
Among other things he declared that the Gomans them- 
selves should soe to it that the Oommnnlsts are being 
removed from public life In Germany* They should bo 

• ***<* &rown olt of thj 
co untr y, fhis primitive conception stews a complete 
misunderstanding of the German situation* &inly it 
• matter ef eliminating the influence in disguise 
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whioh cannot be removed without the aid of Hill t ary 
Government and without th# means of Counter- Intelli— 
at net, Eenarka like this support the leading members 
of the organisation in the opinion that the importance 
of this question in future tines Is not fully realised 
top the American side ( Example i She Ohlef of Police in 
Stuttgart is officially not a Communist. Ho we Ter, he 
is a orypto-Oo munis t and the Communists direct him toy 
the Centrals Sanltaire Suisse). 

1 request not to aie interpret my nooning when 1 try 
to illustrate the situation with the following sentence i 
If our work has continuously Improved during the last 
months with the unselfish aid of esoh individual member 
of the organisation* If the number and quality of the 
reports increased and the seourity improved - this is 4 
not due to Col. £XHB£Z>'a guidance, but in spite of Col. 
UEBEL'a guidance. 



7. Radio command let 

In the new budget estimate, the costs for the 
oreation of a radio command net were stated, whioh has 
to toe e one true ted -in peacetime so that It oen work in 
oaee of emergency. It was at first crossed off the 
list toy Ool. 1 lib El until the necessity of such a net 
was explained to him, Shis is -one of the examples 
showing quite clearly that Cel, HEBEI doee not possess 
the necessary operational experience for our work. 



8. iMajrana 

In organisation leader who contributed largely to 
the success we had so for, had the hard -luck that a 
net of 9 men blew up la the Soviet Zone. In connection 
with same other se<mrtty violations, whioh happened at 
tiM, Col. HEBEI gave orders to drop HSffSl 
immediately, before the situation had been sufficiently 
cleared. It took long explanations of the reasons why 

*•**»« *• poosihle nor 
deserved nor useful, before we sueeeeded that this or- 
der was act given* 
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S. Small X\ml 

thtu txQ daily -ga ny small OMplii showing the little 
und erstanding of Ool* MBB81. 5 hey ere unimportant in them- 
selves, hat they do not increase the pleasure to work. Only 
• fee ere mentioned in the folio wing i 



1, Contact Wit h th " Orfawleatlon 

Tor many months and contrary to former tinea, 
none of the American officers has keen going eat into 
the dfcgmnieation, with the exception of a few briefings 
which Col* LIKBSt himself held with the organisation 
leaders. In spite of my request^ the two offloere were 
not taken along who are dealing with the lndirldoal 
problems and who could have dlsauaeed details of these 
problems with the organisation leaders. 



2. Tactless Remarks 

With the exception of recent times when thiwga 
hare changed a little, I often felt offended by Opin- 
ions and unfavorable remarks mentioned by Col. 1EEBKL- 
in connection with alleged faults of the organisation. 
Frequently, these allegations proved to be non-existent 
when examined later on* At one oooasion quits dis- 
crediting remarks were made concerning the Carman 
General Staff to my deputy* 

Another example! When the Inspector General was 
here, he asked who built-np the Dooument Section (for 
falalfioatlon of papers) , Ool* IISBSI said ha himself 
did it. In reality, Organisation leader 66 had the 
merit* Such things make a bad Impression and people 
are hurt* 



III. Conclnalon 



In summarising, I have to asoertaln quite Impartially that 
a o cording to mv opinion, Ool* UEWBl la not suited for the uo- 
the^lio ^ M> of onr organisation, the reasons are 



r 
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(*) Insuffioient intellectual frame for the required 
task and for the necessity to have an American 
counterpart for the German representatives with 
equal or superior mental capacities, aa — for-* 
example — Col. SO HOP ox Col . HtllZSuHB or Ool. 
LOYELL, 



Lack of operational experienoe in inte ll i ge nce work. 
Tn- thig connection, the fellowin* ehould te mentioned! 
Kr« Bos BOB SARI (oorer same C who -visited the 



organisation, for 4 we eke in Bpring 1)47. succeeded 
within this short time to -gain. the complete confi- 
dence of the organisation. Hie wide experiences in 
IS matters f hie understanding of the necessities of 
-the organisation* his sound judgment of the political 
connections gained him the warm sympathies of all 
these members of the organization who got In eOntaot 
with him. Even today- he is remembered with praise by 
the staff of the overhead and by the organization lea- 
ders. He did -very much for the reputation of the 
American side. 

(o) Lack of knowledge of the German mentality ani lack 

of sensitiveness toward the German part of the organi- 
sation. 

The decisive basis for our work on both sides is 
the mutual confidence built on olose personal oontaet, 
developing and -increasing in the course of a olose 00 - 
operation. Lt.Col. CEASE possessed this confidence, 
and also the two officers who are working with us for 
some time now. However* eo far tills co nfidenc e could 
not yet develop toward Ool* LIEEEL. 

(d) Lack of understanding for the work done in the orga- 
nisation and the management under the present circum- 
stances, Ibis understanding esn only be obtained 
through oontaet with the life of the members of the 

0 rgani zation- in German public life and its present 

Vl~$**** e1x ^**®« Only the two aforementioned officers 
have acquired this understanding in the meantime . 

(e) Inability to delegate the work to be done to his 
assistant*, according to requirements. 
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I regard the further development of the organisation 
with great anxiety. Poring the last few aontha , the con- 
fidenee has been considerably decreased by laek of support 
fro* the American side whloh oould have been avoided. If 
the eituation oaanot be improved by assigning a capable 
CO who can win onr confidence, the eapaolty of the organi- 
sation would suddenly decline considerably and the whole 
organisation would go to pieces within a few months. 

I do not ooae to you* general, in order to complain 
or to cri-tldse. I address you with the following reouesti 
Po help us. so that we ean fulfill our task according to 
your directives . to the welfare of the United Statee and 
to the welfare of Germany. 
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5 Kirch 1.48 



lmtQHAinmM TO « Dr. SOHHEIDER 



An Inara as* In the number of eases of security 
-violations Indicates to me that little attention. If 
any. is now feeing paid to the agents dispatched on 
important missions . 

Xt is essential that the quality of agents be 
Improved. X expect the cooperation of all leaders in 
this matter. 

Drastic motion most be taken to reduo e the number 
of poor agents, this headquarters will take positive 
disciplinary action In all oases If investigation dis- 
closes a security violation has been committed due to 
negligence or improper training of agents • 

Disciplinary action will be In the form of reduction 
of funds, and/or dropping of personnel responsible. I 
have dlreatod that each violation will be presented to 
me for final action. 

Good work will also be rewarded in the form of In- 
crease in funds. 

Again let me impress upon you, -that good reports 
ean only be obtained by good agents. -Poor personnel 
is a liability and must be eliminated. 



copy 
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MEMORANDUM TO: Col. LIEBEL 



11 Burch 1949 



I aa sorry, but I have to deolare that, for th* fol- 
lowing reasons , I eannot accept tha order forwarded to dim 

I. Factual 8 m»9M 

(l) It la not oorreet that tha violations of the -security 
regulations increased during tha past months. This 
la Indicated by tha following figures » 

Since the beginning of 1946 until now, only 
5 aeourlty violations wero reported, including j of 
minor importance. Shat means of the total of 4,000 
members of the organisation — 0,12*. 



( 2 ) She passage that little attention, if any, is 
now being paid to the agents dispatched on Important 
missions" contains an unjustified reproach toward me, 
as the responsible German leader of this organisation, 
and toward the entire organisation as wall* Shore- 
fore, this accusation In this general form most bs 
contradicted. Faults may be found with. every Insti- 
tution, regardless how good It may be. 

(9) Colonel, you are not in a position to taho disciplinary 
measures within this organisation without ay consent 
because this would violate the basic a g ree me nt, which, 
was made -between General SlKKRT and me with regard to 
our work, This subject, however, may be discussed 
later. 



(4) Ac X have obtained mjr experience In intelligence 
activities against tns Soviets during many years, 

X am wall aware that -good reports sen only be sup- 
piled by good agents. It Is » however, a peculiarity 
of the tactical intelligence that not only first-class 
Wts can be employ,*, Otherwise, thorsqulred ouan- 

procured, Consequently, 
violations of soourltr regulations easnot bs «n< 4 ss* 
wd It is the duty cf tha l«e5^ e f oS^to^?I| ^ , 
thasa violations to the u taoat ^ 

&2.Z X 
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II. Basic Conception 

Even before the end of tha war, when I still held 
my former position, Z took the preparatory measures 
necessary for our present cooperation with the USA, fee- 
eanse Z anticipated the great political post-war deyelop- 
aent« Soon after the ar&intioe, I offered oar German 
collaboration, pointing out the political development 
which was to fee expected, My judgments of the situation 
during that tine were later on preyed that Z was right. 

Z had the idea that, as early as possible, the available 
German people should fee giren the opportunity to parti- 
cipate in the defense against the Gonsmnist expansion 
within the frame of the Western Powers, By using ay re- 
putation in all these German circles, I tried to win the 
help of all Gormans willing to cooperate and , thus , to 
parent the goal to restore the mutual confidence which was 
lost daring the past 15 years. Oar work was baaed on the 
conception that we as Germans may cooperate without acting 
against cor national cons ole nee. We are under no oiroum- 
e taneefl mercenaries. General 8IBERI recognized all this 
and particularly that we as Germans do not work only for 
America, feat In cooperation with the American side for our 
common goal, I myself assumed toward General 8IBSSI the 
responsibility for the leadership of the entire organisation 
and simultaneously gave ay word as a German officer to 
guarantee implicit loyalty of this organisation toward the 
USA, She US officer* working with me are witnesses that 
I followed these principles during all this time. 

She organisational division of the headquarters of 
the entire Operation expresses this ooneeption. A German 
offloe stands on the aide of the US offlee. She German 
offlee is operating on the basis of a personal relation and 
a common ataff, Shis work did well so far, and *>><w orga- 
nisation. of headquarters stood the test. 



•* :n * organisation operates under extraordinary elr- 
c una tone ee. the distinguish** marks of Its activities 
correspond neither to peace-tine nor to war-time oondl- 

* 4^4 c ?“-? rk *” operate under meet dif- 

ficult and trying personal circumstances, only for ideolo- 
gical reasons and do not agree to the eonoefetiom of an 
institution bind fey the 5 baJ the mutual relation between 
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Ih« Inventor has an idea. To realise this idea, he 
applies to a partner who fineness the project and oon- 
■ ante to the Idea. The result is for -the benefit of the 
two partner* equally entitled morally. If thi# coopera- 
tion, based on mutual eonfidemue, turned out successful 
as it is the ease with out work* the two partner* -will 
ooabin* into one unit in their field of interwets. 



If soaeene criticise* the organisation and the 
faults oosnltted by it » he has to acknowledge an equal 
right to criticise also the faults o emitted by the 
Amtrioan side. Sene examples may be siren in short! 



(l) Is long a a one has to work under present conditio no, 
the employment of a sufficient number of US officers 
for the dlreeting-of operational issues la of de- 
o is ire importance. Already in July 1946. 1 asked 
therefore General SIBERT to furnlsh-a sufficient 
number of such of floors. He agreed. When after 
General SXBZR5 4 s leaving these offioers should be - 
assigned to It. Col. PEASE, the latter refueed them. 
Host of the difficulties, which are caused by in- 
sufficient support of the organisation, are to be 
traced back on this measure. Evan now, only one 
US officer is in charge of the operational Issues 
which would require the full efficiency of at least 
three offioers, and this -only present officer has 
not sufficient authority. 



( 2 ) 



Hawing made some previous instigations, 1 asked in 
January 1947 to take preparatory measures tor wring 
our headquarters to another loaatlon, be caus e the 
camouflage can always be maintained for only 9 - 12 - 
months and the location has to be changed afterwards. 
Such-preparatory measures were not taken until July 
1947. fortunately in August 1947* Central WAMH hla- 
stlf ordered to carry cut this change of location 
M of thTfortho^lS n 

XQHDOI Conference, the organisation took allpre- 
parato^measuraB for the change cf location, for - 
tho shifting of the courier lines, eta. in duo time. 
The change of position was, however, not possible 
earlier than In Peeember 1*47, T realise 

tiaS “**• Impossible the* observe- 

OT.EfSlESJtoUf ,r,W,nUl « «» 
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( 5 ) 



Sine# atveral awnths, the procurement of/another q 

ouarters for the Organisation Leader 121 wa a r»- J 
ouaetad. Until today, however? it waa not possible 
to procure eosb otbar quarters • If now tba organi- 
sation la compromised because WOEBBA IC attracts tba 
attention of others , •toon thla la not tba fault of 
tba organisation. 



tba aaaa of V0SDB1K is not tba only one, but 
tba aoat aharaotarlatlo ona* baoaosa in this oaaa 
tba security waa dearly andangarad aa it had boon 
predicted bp ns. 



A similar oaaa ia tba allotment of a bouse to 
tba laadar of Organisation 178. Ibis organisation t 
laadar bad to direct hla organisation right from hie 
motorcar, always carrying all hie files along with 
hla in a suitcase until ha waa gfren a bouse for 
which he had waited for almost one year. Blanks to 
the skill of this organisation leader, no -violation 
of the security happened. 



Another especially characteristic ease Is the 
allotment of a house to the leader of Organisation 
_pqQP . The latter ( presumably, will get a house in 
the near future, but his present apartment has been J 
compromised for months and Is kept under Soviet eur-^ 
velllanoe (possibly, even attempts to kidnap him are 
being prepared). 

( 4 ) Some time ago, the ease of .H1TOS8 CHILD had been em- 
phasised by the American side as a particularly typical 
example for the fact that numerous members of this 
organisation are frankly supplying other- OB agencies 
with information about this organisation. Meanwhile, - 
this case has boon clarified in auite a different way. 
It nay be considered as an example bow, because of a 
certain competition, other US agencies are trying to 
work against this organisation, to impair its repute- 
if oennaotlons. In the ease of 
HAU KbS CHILD, EOIC (supposedly Capt. HA1XE) la concerned 
which attwapts to win over interrogators of this Orga— 
niaation known as especially efficient. She material^ 

by CIO about this organisation 
during ths paat year, reveals that, at least at that 

IS W.MJ to iwt «d profit 
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(5) sines 6 months, 22- (TO HI) h as requested frontalier 
permit* r squire dzor the comaranicationB of his eub- 
organisation* with Austria. They could not he pro- 
cured. Another solution wee not found either. 



She above quoted examples do not mean that the 08 
officers working for this operation have not tried their 
host* All what has been done to serve the common goal 
and to support members of this organisation Is highly 
appreciated and It finds its expression In the close 
friendly and aoeial relations existing between the US 
officers of the Composite Croup and the leading members 
ef this organisation. 

Our gratitude may be seen in the fast that an Intel- 
ligence eervlos has been established, the efficiency of 
which Is reoognised, and which simultaneously can bs con- 
sidered without exaggeration as the most unsxpensive in- 
telligence organisation in the world. Although this or- 
ganisation employs foreign personnel, as seen from the 
American viewpoint, its loyalty toward the USA Is secured 
to an unusually high degree, and ' this 'because of Its de- 
velopment. conoeption. and personnel. 



Within this organisation, fate laid a two-fold res- 
ponsibility on me. On the one hand. I am responsible for 
the leadership of the organisation toward my German con- 
science as well ae toward the USA. On the other hand. 

1 am reaponsible for the fate of all members of thie or- 
ganisation! some of them gave -already their lives or foil 
into the hands of the Soviets. 



The internal German conditions are such that the bulk 
of the German people, though declining Communism, never- ' 
theless lost trust and hope and believe that the Germans 
will be the victim* ~of the forthcoming event e, whether 
they like it or not* host of them are not in close son- 
tact with the Americans , ae I am. At present, their eon- 
fid fnoe in the good will of the Amsrlean policy le shaken 
beoaose of the present otronmstaaess. As I was told re- 
peatedly, the confidence of many of our oo- workers in our 
work Is based upon the confidence in my person. They trust 
that X may find the right way within the frame of the riven 

of tt^»re»i*»tlon which wars agreed 
Americans. I make this responsibility a mat-- 
ter of oonsolenee and would not like to risk my good name 



SECRET/RELEASE 
TO GERMANY ONLY 



Secret 

Ret GER 



84 . (Continued) 



SECRET/RELEASE 
TO GERMANY ONLY 

la this connection, I hare to emphasise that I wa * 
already reproached by several persona * including also 
the head of 100 , that I do not advooate persistently 
enough the interests of the organisation and do not 
secure a Just appreciation of all difficulties also on 
the part of the Americans . Within the frame of the given 
conception and of ay responsibility conferred on as also 
by Americans* I have* therefore, to reserve the right to 
deolde upon the neoessary-aeasures ayself in oeopllaaee 
with your general cons ent . whenever American Interests 
are involved* I will* of course, regard your wishes, Mr 
goal and that of all of u* is , by our work* which serves 
the entire Western drill rati on as well as German inter-, 
•ets* to create in the future olose ties between Ge rmany 
and the Western World and primarily the USA, 
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to niuatrate.lhe 9t ifflarlgjffi 
Support for the Pxoi-«o*» 



1, She procedure a# transferring of fie ere from this project 
prior to the arrival of (Tollable repine ament* end without 
prior orientation la greatly injuring the efficiency of 
our work, the transfer of wept. WAXbhaH ha*, for example, 
the following consequence* i . 

(a) 3ub-h*sdquart*rs jTJ wlth its 7 *ub-orgofai*ationa will 
be with© at "the export of an 08 field officer for the 
tin* being. 

In the fields of operational field aeeietanoe, 
legalisation, procuring of Influx peralte, aceomoda- 
tlon, registration with labor of flees, procurement of 
houses, a number of urgent pending ce see -will hare a 
poor chaneq' of a satisfactory settlement. In the area 
of Bavaria alone, 11 eases await settlement in the 
field of procurement of houses. 

Raw oases arising In the above mentioned fields 
can not be dealt with at all. 

Tfana, the difficulties of the sub-organisations 
in being furnished with the pre-requisites for con- 
ducting their so ti Titles will tend to beeoae greater 
and store critical from day to day. 



(b) The great amount of vital ties with the various OS 
and Gorman authorities which Capt. VAXD1UV, during 
his former activity as a member of the tJ8 headquar- 
ters of thle project, was able to establish and 
he continued to strengthen while being assigned to 
Sub-Headquarters 17, will be Jeopardised or not oo 
effectively maint ained. Sheas are predominantly con- 
nections with the numerous agencies of the Kllltary 
Government all over Bavaria, the various Boglone end 
Sub-Heglona of CXC, and with the Osman authorities, 



..tei ©ffioL. 

Capt. f A L E W IE , got to his groat application, ~hii' 
adroltneos in conducting negotiations , and - this 
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applies of course particularly to Oerman agencies - 
because of hie oemand of the German l a n g u age , bad 
acquired the fall confidence and cooperation of all 
thoae agencies. 

Dm continuation of all. thcee ties and their 
effective utilisation would only bars bon pooaiblo 
if Oapt. WALDMAB bad boon la a pool tie n to introduce - 
aa equally qualiflad eueeeaeor to all thaee agencies. 
A successor aha baa ast bad tha advantage of aaeb an 
intrednstlen* «tu though be aaatara tha daraan laiw 
(W|«i will taka a long-tine to cultivate all tbeaa 
aaoaaetlons with an equal effeottvenne*. A enaaaooor 
who doas not speak German will fall In this attempt. 

In any caaa* tha dlfflcultleo resulting from tba 
above situation for tba activities of tbla project will 
ba grata* 



2. In aplta of all tba requests and propoaals which bata boon 
aabalttad by aa for almost 2 ye are , the question of the 
Operations Office within tha OS headquarters of this pro- 
ject baa not been suitably sol-rod. It was not before tba 
rail of 1946 that soeb an Operations Office eoold bo offi- 
cially established. However, it was entirely inadequately 
staffed* At present , only one OS officer* Oapt* DISKS, is 
assigned to this-offlee. fro m tba twzy beginning of bis 
aaelgnaentf-tiapt. DISKS baa shown the best Intention for 
cooperation. However, be does not bare the required in- 
telllgenoe background, so that his efficiency Is rising 
▼ary gradually. 

Unless assisted by a second well qualified officer 
In tbs Operations Office, Cept. films will face an in- 
soluble task, due to the abundance of probleas which be 
baa to cope with every day* 

Moreover, he hae atated that be, on too of hie pre- 
vious Elusions , ten handle only a very small amount of 
tba duties formerly incumbent upon Oapt* WALDHA5, 

the Crave affects of this eituatlcn-on the aotivities 
of this project need not bo commented on* 
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3 ] for months , constant difficulties experienced la our W 7 
important Bsaijl outpost have sad* me repeatedly point out 

tt *; . . a . j . rra ««« ** 4m 4 



thftt tti MU ipMitl of «n TO of floor ’to thl o poot is io* 
disposable, this urgent request hue not boon complied 
with. 

She frletioaa experienced in our BBE1IH outpost, dif- 
ficulties which ere predominantly duo to th* foot that the 
08 a or go act usslgnod to this outpost - in spite of all hie 
good intentions - dooe not wield the required authority, 
hare censed a considerable delay In the forwarding of re- 
porta originating from the Soviet Zone of Oontany, 



4. In aplto of repeated roaonatratiena and requests, alao no - 
offieer waa male available for the vital SfOttOARf outpost, 
thus* the niaaiona of a field offieer in the State of 
fa *Ht enberg-Bad en are not attended to, the eub-erganlaa- 
tione of our project working there* consequently, do not 
find the neoeeaaxy aupport. 



5. Ae rfLre&dy stressed before, ny repeatedly submitted request 
that I be informed 5-6 months in advtmoe eonoeraing the 
amount of available funds has not been aoraplied with. 
Furthermore, there is an increasing discrepancy between 
the SSI's forwarded by the superior ITS authorities and the 
funds aotually plaoed at the disposal of this project. 

Finally * there were still other foots, due to insuf- 
ficient TO support, which put this project into the greatest 
financial difficulties. 



(a) 



In due course before the introduction of the eurranoy 
reform* 1 repeatedly pointed out that the required 
amounts of IMferks would have to bo available on the 
day the eurrenoy reform went into effect, the cur- 
rency reform became effective on 22 June 1143, 8ut 
only on 23 June* the first small amounts of the new 
ourronoy (a total of 30*000 IB) woro transferred to 
this projeot* which meant that the oo-workors en the 
lowoot level were without any valid desman money for 
n period of 2 weeks, Zt wee not before 25 June* after 
neSe'availeble 8 * ***** farther 670,900 St wore 



Appro* Irately 37* of the working capital of the 
project woo not converted at all end thus was loot. 
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II if known to this project that tbs IS of 
•natter Western fewer oonvsrted tte entire working 
capital of ltf eo-workers cab h ad tte required amounts 
of DU acuilable prior to tte promulgation of tho oar* 
renoy reform* 

(b) It repoatodly ©ocurred that tte (ranted money wee 

■ado available Only with censidereble delay* eo that 
It could not he tranaf erred by tte flrot day of a. 
month to those levels of this organisation where it 
wsls needed. Thus, for instance, fondo for tte month 
of January were not made available before 5 January, 
and eoold only be transferred to our aub-erganlaatiena 
by 0 January, which again meano that oar agents work- 
ing In tte front line did not get their money before 
tte last third 'Of the month* the consequences of 
such delays* i.e.* loss of eonfldenee and the missing 
of opportunities* must bs particularly pointed out. 

(o) Entirely unintelligible to m was tte decision taken 
by higher authorities that the Quartermaster items* 
which had previously been supplied free of charge* 
are now to be paid out of the monthly fund allocated 
to this project* this measure means a further re- 
duction of the sums available to us by 8 - IE percent* 
quite apart from tte decline of tte rate of exohange 
of tte dollar already mentioned above. 



6. Also with regard to tte delivery of goods, the organisation 
has not met with the required support. Items which are 
most urgently needed for our field aetivltiee are usually 
received with delays of up to 4 weeks by the sub-orgoniaa- 
tlone in charge of theee activities. Pile happened par- 
ticularly in June and October 1548 end in January 1949. 

£has« fbr Instance* the goods allocated for January 
1949 did mot begin to arrive before 17 January 1949 * and 
that only after repeated renonstratlons, Tte remainder 
wae delivered early In febmery* so that our sub-organisa- 
tions -were not able to meet their obligations for one f ull 
month. Pile leads to an unbearable lose of confidence, on 
tte side of ear sub— organisations* in the management' or 
this project* 



4 

SECRET/RELEASE 
TO GERMANY ONLY 



199 



Secret 




Secret 

Rel GER 



84 . (Continued) 



SECRET/RELEASE 

TO GERMANY ONLY 

It 1* particularly untatc lligi bit * If such delays 
00 cur In tht njjlj of eueh a critical post as B BB L Th . 

The compute t± on of the supply to be distributed by our 
BERUB outpost for ths period of January thru Haro h 1949 
was submitted to 15 December 1946 to th* US office of 
this project and forwarded from there to the competent 
agency of 2000H, likewise, on 15 December 1948* the 
order for the pure hast of these goods together with the- 
corresponding amount of dollars was forwarded to BBBLH. 
Allegedly* due to a mistake in the pretax! bed procedure* 
it was not possible to procure the goods -allocated for 
January before the beginning of February* further 8 days 
are required to deliver these items to ths sub-organisa- 
tions which used then* She man In the field has had to 
wait for them for € week* 



7« Particularly oonsplouous has the lack of support become 
In the field of operations . 

(a) She procurement of living accomodations for German 
co-workers is a very slow procedure * and very often 
falls altogether* also in-eases where It would have 
been technically possible. 



(b) The procurement of penal te of residence frequently 
meets with the greatest difficulties. For Instance* 
every residence permit to Bavaria has been blocked 
by EUCQH for the last month. 

(e) Also* the papers required for the activities of our 
co-workers ean only be procured with the greatest 
frictions and delays. 



It is particularly unintelligible that exit per- 
mits* with the exception of Switserland, Austria, and 
Italy* ean only be obtained after submit ting special 
reasons for suoh requests* Apparently. Intelligence 
Division, 8U0QM, Is not aware of thsfaet thatwlthin 
the framework of our long-range Intelligence aetlvl- 
ties directed against the SB and her satellites* 
courier lines also ran thro ugh -France * Spain. Greece, 
and the Scandinavian countries* * 

.. Re peate d difficulties are alee experienced in 
the preourenent of fkontalier permits. 
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In our andeavore to obtain entry permits, In- 
telli g ence Division# EUCOM, does not show any co- 
operation at all. It has only been pooelbla to ob- 
tain ouch permits for Switeerland and the U8 Zona of 
Austria through local arrangements of the 7821 Con- 
poalta Group. 

Intersonal passports with the big stamps ora 
only obtainable In Hesse. So far# it has not been 
possible to obtain thaoa passports In Bavaria and 
Wuartteabarg-Badan. Howarar, they are urgently re- 
quired glace each paaaporta nnat conform to the state- 
In which the required Identity oarde have been leaned. 

Als o the required support In the procurement of 
falsified papers , for which the effective cooperation 
of the correepoaliug EUCOM outfits (HOEOHST) had been 
promised# failed to materialise. Por Instance, the 
SED Party Pass was requisitioned from EUCOM on 23 Oc- 
tober 1948 1 eo far# no answer has been raoalved. 

At the end of December 1948# a requisition was 
turned In for the production of watermarked paper for 
the new Eastern Zone passport. An answer was promised# 
by lO-Jenuary 1949# if the required paper can be pro- 
duced. Until today# we have not heard anything In 
this matter. 

Also the problem of Air transportation to -and from 
REBLIH has not been satisfactorily solved.- The oourier 
oonneetlon le running without difficulties. Presumably 
the allocation of 4 more seats In military planes for 
Instructors Instead Of us pigment to AQA will consti- 
tute further improvement. 

However# a good elastic solution# which would 
enable cur co-workers to fly to BSBUH and particular- 
ly would allow them to leave the city by dr with 
their luggage, an opportunity which Is urgently needed, 
has act yet been found. 

Various leaders of our sub-organisations are still 
without any telephone facilities. Seme of the per- 
tinent requests were made acre than one year ago end 
have since been renewed orally and In writing. Thus, 
speedy further Inquiries, which become necessary on 
acoount of corresponding requests by EUCOM# often can 
not conduotod* 
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However , the lack of each telephone connections 
may hare a disastrous affect In the event of a rapid 
development of the military situation in the Soviet 
Zona of Germany or in the a at alii ta states. In each 
an event* the arranged communication of military re-' 
porta* in code form, by telephone directly from the 
sub-organizations to the headquarters of this pro- 
jeot«~wlll not he poe Bible with aeveral sub-erganita— 
lions. 



8, Only very seldom did the intervention in denazification 
trials of oo-workers * promised on principle by SOOQIf, be- 
come effective » and a till more rarely did it prove to he 
a help. Only with regard to thie pro alee » the moat im- 
portaat oaaea have been aeleoted and reported* However* 
in several oaeee (e.g. * BIZK1, HQflSXSgl* L EHK k R )* valid 
denaaifioatlon verdicts cbfOerning our oo-wozxers-were 
protested by Military Government by Error Reports. In a 
letter from the 7821 Composite Group* dated 9 September 
1948, the attention of EuOOX IP Operations Branch was 
again drawn to some particularly -difficult damnification Pc : . 
trials of come of our co-workers. In aplte of thie step* 
the oaeee of EHHKH HAPS and WQHPRA i have taken a particular- 
ly unfavorable ooorae in the meantime. Above all* in WOtf- 
DEAK'e oaae the confidence of thie projeot in American help 
waa very much shaken for the following reasons i 



(a) WQNDRAK has proved a Tory successful worker in his- 
oapaclty as leader of one of our sub-organisations , 

(b) Hie own sub-o rganls atio a had simultaneously learned 
that CIO has succeeded in helping amah more onerated 
persons who are working for CIO to obtain favorable 
results in their denazification trial. 

In spite of all promiaed help, BCCOK has not dene 
anything concerning the denazification ef some key persons 
of this project who, for security reasons , cannot submit 
their oases to a public denaaifioatlon procedure. 



Although CT0Q1 has expressed its fundamental agreement with 
the emergency preparations suggested by this project, the - 
practical assistance renders din this ease is not adequate. 
However, each support la particularly required because 

ef22 W JIe € *K? t ! r1 *^ htl L alon * wm gwnrantae a safe founda- 
tion of these preparations . 
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fhtf following examples may serve to illustrate thie 
situatieal 

(_) the fuel required for the withdrawal of tho entire - 
project to now locations has not hoen made available. 

(h) Ho binding pledge has hoan givsn with regard to trans- 
portation f anilities -for Compound 7821 Composite Croup 
and Sub-Head quarters . 

(e) Bo decision has been reached with the British Military 
Government regarding our proposals for the shipment of 
eo-worksre from the British Zone of Germany* 

(d) Bo deoleion has been taken concerning the equipment 
with aau in the emergency ease. 

(e) The requested supply with food for the entire project 
in the emergency oase has not been coup lied With. 

(f) Ho decision has been reached yet concerning the -• 
evacuation of members of this project to the USA, 

These negleots ere particularly grave Inasmuch as they 
endanger the entire objective of our emergency preparations ( 
i.e., the continuation of the activities of this project in 
case of emergency* 

On the other hand, also their detrimental psychological 
effects must not be overlooked. 



10 . 



Furthermore, our work is detrimentally af footed by the feot 
that inquiries forwarded by us through the Amerlotn head- 
quarters of this project to Intelligence Division, SHOOK, 
are either not answered at all or only after repeated re- 
mona trattons . This may be illustrated by some recent easeei 



(a) On 21 September 1548, a request for tha allocation of 
new cover firms for this project was submitted to In- 
telligence Division, SHOOK. After repeated inquiries 
we were at last informed, in Deo amber 1548, that ww 
were to select the required cover firms ourselves* 

(b) This project asked the support of SHOOK in an attesmt 
to get 3 men who were te work for us out of Sweden. 
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Allegedly, Intelligence Division, EUCOM, was in the 
possession of unfavorable information co Morning those 
persona. We were promised farther details, eo that 
we could make a deolelon whether these men should he 
helped out of Sweden. However, we hare waited in ' 
vain for weeks for a reply. 

At the end of October 1J4B, we were ordered by In- 
telligenee Division, EUCOM, to drop the anti-Bolshce^Y 
wist Hessian General won OLAS SHAP E. Although the 
organisation, on its own initiative, had already 
dropped von G1ASEBAPP, information concerning the 
reasons of this order was requested by us, since euoh 
information would hare been of the greatest importance 
for the way in whioh the reorganisation of the G1ASE- 
HAFP group wee to be effected. 



Until now* the project has not received any information 
Ip oncoming the reasons whioh led to the above mentioned 
prder. 

; There are many more examples which betray the lack of 
Support on the eide of Intelligence Division, EUCOM, in 
111 fields of our activities . Their detrimental effect on 
ur work is summarised as follows i 

i Constantly, we hake to face recurrent difficulties 
1th regard to both the activities of the project as euoh 
Id particularly to the activities of our agents in the - 
laid., who every day risk their necks for the common cause. 

We deeply deplore the deellning confidence in the 
sincere cooperation of those US authorities with whioh the 
project as a whole and each oo— worker as an individual 
works for the common cause. 

The abilities of the German leadership of this pro* 

Ject are subjected to mounting criticism and skepticism. 

More and more, the man working in the field assumes 'that 
this leadership does not adequately represent his inter- 
ests in a way required by the work for the oernaon cause. 

I regret to be unable to as sums -the responsibility 
for such a turn of events any longer,; 
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85. [Critchfield] to Chief, FBM, “[Gehlen Organization]: Procedure for Handling Funds,” 14 March 1949 
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Chief of Station, Earlsruhe 






Operational 

Procedure for Handling Funds 



1. On or about the 1st of each month the y iscal Officer of 
the Deputy Director of Intelligence. EUCOM. dra Us $125,000 in U.S. 
green currency from the U.S. Army Finance Office at Heidelberg. 
Thisamaiint is immediately turned over to an officer-courier from 

O'DEUffll the^HB^ s « staff who carries the total amount, still in green 
currency, to Pullach near Munich. ’ *> 

2. The 5125,000 in green currency is turned over to the * 
Fiscal Officer of the German staff by the Commanding Officer of the 
7821 Composite Group (Col. Philp). 

3. . The German fiscal section has been and is engaged in 
numerous transactions involving monies and goods which have, as 

the ultimate end, the accumulation of a maximum amount ofjnojafty 

available in the types of currencies required in flBB operations, 
farthe largest percentage of the $125*000 is converted, in 
HW||h fn D&s at the existing free rate of exchange prevailing 
^ in~^B^Kll lMa . Some green currency is peddled at a favorable rate 

: oV exchange to German industrialists for their personal or business . 

.uses while on business trips in the U.S.A* or other areas where hard 
currency is necessary* Also, there is ample evidence that the 
Jewish Migration to Palestine, especially active by air lift the K 

. past. .nine. aoDiths * has provided a constant green dollar market on 

^ - wfiicli'both DMs'and US Scrip have become available at a favorable ex- 

change rate* Through this type of manipulation the monthly funds 
have been stretched to the limit. For example, the 7^21 Composite 
Group has been purchasing approximately $35,000 worth of ¥t and 
Commissary' items monthly for operational use# This bill, payable ih 
US Scrip, has# in the past, been paid through the expenditure of 
roughly $29*0o0 in green currency converted to $35*000 US Scrip in 
the black market* A 
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4. As you can appreciate, this entire matter has been an 
extremely delicate subject and one on which the Army, though fully 
aware of the facts, has constantly and consciously turned its back. 
The present Commanding Officer of the 7021 Composite Group institu- 
ted a far more rigid accouting system and, during the past two 

months has received a reasonably detailed repo rt, in term s of the A 
actual current rates of exchange available in WBBBBBBf ^ on" the 
German black market. This report does not go forward to ODDI in 
Heidelberg. 

5* The statement in my report indicating that . the funds 

are drawn on a quarterly basis but made available to the Germans 

on a monthly basis is an accurate’ description of the intended proce- 
dure. In actual practice, the uncertainty of the availability of 
funds from mo nth -to -month has resulted in a monthly driatylhg*- during 
the last three months. “ 
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INFORMS US THAT WE WILL MOT OE TAKING O VER 
FOP AT LEAST TWO MONTHS. IN VIEW OF THIS, flBBBgH AMD 
SHOULD BE ASSIGNED TO SOME ACTIVITY WHEREIN ill" Y CAN DE USE- 
FUL TO YOU DUPING THIS TWO-MONTH PERIOD/ NO CHANGES CURRENTLY 
CONTEMPLATED IN TEAM NAMED TO HANDLE ODEU'JI ON TAKEOVEP. 
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87. [Critchfield] to Chief, FBM, “[Gehlen Organization]: Current Financial Situation,” 21 March 1949 



SECRET 

SECRET/RELEASE 
TO GERMANY ONLY 



4-14 f stt 







Chlaf , mi 
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Chief of Station, *arisi 
Operational 







21 March 1949 






Currant Financial Situation 

1. In order to give you a clearer picture of the effect of 
recent fluctuations in the DM/Dollar exchange rates I have obtained 
the following data on monthly expenditures and income during the 
period August 1948 - March 1949* 






PX, POL, Food, Clothing. 

Office & Engineer Supplies $34,600 

Collection of Information 9,800 

Strategic Planning . 5,500 

Forscher Activities I„800 

Total Dollar Expenditures $"51,700 Total $51,700.00 

EaaMItai&a in, PM. 

MaaiE^lallga 



Travel, Air Tickets <Sb Misc 

German Staff-.... 

Post Maintenance 

Signal Seoti&n 

Document Section * . 

Liaison Office Frankfurt 

Evaluation. . 

Collection of Information 

. Forscher Activities.... 

Insurances, taxes 



27.000 

30.000 

22.000 

33.000. 

4.000 

3.000 

46.000 
234.000 ' 
i 6.000 

12.000 



Bxp.ndltureg-ln.M^.gcmlr.od.Trom 
Direct Dollar Pttrohawgi 



Collection of Information. . . . l f 420 .000 
Total DM Exp.nditur.8 1,837.000 or 



$91,800.00 
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$51,700.00 plus $91,800.00 equals $143,500.00 



Total Income s 



Received from w 782l k Coiaposite Group. .......... .$125,000.00 

From Reserves and Business Profits. ........... 18 .500.00 

$143,500.00 



2. It Is noted that in all instances the exchange rate on 
which the computations in parag raph 1 above a^e; based is 20il— • 
roughly that which prevailed in 4HHHBSB9 ia December 1948. 

During the month of February the exchange rate ihas remained near 
the 10:1 level which is reflected not only in the fact. that the 
$71,000 that purchased 1,420.000 DM in December now buys only 
710.000 DM but also in a comparative reduction In the number of BMs 
; / that can be acquired through manipulation of a given amount of ’ 

' -food's and monies in Germany. Thus, disregarding the slight decline 
in price s that is becoming evident in the consumers market in 
Germany, now finds itself approximately $91,800.00 short of 

dollars to support operations at the December level. 




3. To meet this situation, Dr. Schneider, has instituted a 
rather drastic program of cutting operations. Expenditures on 
strategic operations have been stopped completely. The program 
of bringing out and training W/T operators has .been suspended. All 
sub-organization leaders are being constantly encouraged to cut 
to the bare minimum at every point. In spite ojT; ; these measures 
the situation has been described by Dr. Schneider as being 
sufficiently critical to pursuade Colonel Philp ; to advance on 
15 March, $35,000.00 out of the April budget allowance to get through 
to the end of the month of March. I have not been able to learn by 
what measures it is anticipati»| that this amount ijvill be made up 

during the coming month. These actions must be s observed in the 

lig ht of Dr. S chneider 1 s present attitude as r&f leered /r)UAJU~ 

and ! : i \ 
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88. Executive Officer to Chief of Operations and Chief, FBM, “[Gehlen Organization], 1 ’ 1 April 1949 
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1 April 1949 



KEHCSUKDOH FQRj CHIEF OF OPERATIONS 
CHIEF, FBK 

SOBJBCTj 4§|1 $ W $ 

1. Colonel Sc how has discussed this proj eat , with the Director, 
»ho has stated that no action whatever is to be talc on In the field 
on this project until such time as the Director knows that General 
Clay is ooaing out* This la imperative because any coraaitnerrt there 
on our part, in advance of General Clay* a departure, will Irreparably 
dawage our overall position and particularly that of the station* 

2* This ie not to be construed as Uniting or stopping the 
planning phase of this operation In the US. That should be continued. 
The personnel my be procured, trained, etc., since they can be used 
elsewhere if this operation fells through. Colonel Sobers has stated, 
however, that he considers ©one of the proposed classifications too 
high, and that the mmber of positions and proposed grades should be 
studied further. 

3* The funds requested will not be aade available ponding fiml 
decision by the Director, when appropriate, flhan and if that decision 
is finally Bade, the funds will be available forthwith. 



FOR THS ASSIST ART DIRECTOR FOR SPECIAL OPERATION t 




Executive Officer 
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[Critchfield] to Chief, FBM, “[Gehlen Organization]: Current Situation,” 18 April 1949 
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TO 

from COS, KaflsruEe 

subject: general— Operational 

IB Current Situation 



DATE: IfL April 1 <HQ 

^ =j 



SPECIFIC — 



1* On 7 April 194-9, for the first time in more than ten 
days, I had conversations with Colonel Philp and several members 
of his staff; later I also talked with Dr, Schneider and Herdahl. 

2. I had little to take up with Philp and our conversation, 
which lasted approximately 45 minutes, consisted primarily of a 
lengthy denunciation by Philp 'of the German attitude in general and 
Dr. Schneider's in particular. This development first became 
apparent on my previous visit late in March when Philp informed me 
that he had found it necessary, on the previous day, to inform 
Schneider in the bluntest terms, that it had become evident that 
the German Element was becoming increasingly uncooperative and that 
he no longer felt that Dr. Schneider exercised adequate control. 
Philp 1 s specific accusations: 



a. The German side strongly resists every effort to improve 
the standard of housekeeping (vehicle maintenance, accountability 
of funds and supplies, etc.). 

b. The discipline with the sub-organizations is unsatisfac- 
tory, particularly with respect to the use of operational vehicles 
for personal purposes, the maintenance of vehicles and black market 
activities. 



*‘c. ' Dr ^Schneider points odt the need for more money while 
concurrently employing new people, espe cially if they happen to be 
close friends or relatives of top personalities* 

£>*z ygLotsrr 

d. US Element 'field representatives are intentionally kept 
uninformed of numerous operational and administrative developments 
at the sub-organi 2 ations. (Lt. Richardson is to produce evidence 
that this attitude on r the-p art .-o f subordinate s, is in accordance with 
written instructions 
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e* The German Element resists. the good efforts of US officers 
working with subordinate elements of the German Organization. - The 
Motor Pool at Pullach and the DFing station at Bremen are cited as 
examples. 



f. Dr. Schneider utilizes operational necessity as the basis 
for justifying property, requisitions and the furnishing of utilities 
and some supplies to individuals not connected with the operation 
and not visibly contributive . 



3. My opinion is that the present difficulties stem primarily 

from divergent interpretation of paras. 1 . a . b. c T and d of , the U 

basic Eucom directive. (See Tib B of Basic |||§§|f^ Repo r t7 lS Dec 4 8 ). 

There is no question but that the control exercised by the US Element 
over the methods and manner in which the German Element utilized 
funds and transportation prior to the arrival of Col. Philp left a 
great deal to be desired. However, the basic concept had been that 
complete responsibility for the performance of the German Element 
rested with Dr. Schneider and direct action to rectify specific, 
conditions within the German Element that were unacceptable to the 
US Commander was to be done only through the US Commander-German 
Leader channel and not by direct intervention of members of the US 
Staff at subordinate points within the German structure. Shortly 
after his arrival Col. Philp systematically set about to improve the 
general standard of administration. This effort, which produced 
marked results, too frequently took the form of energetic action on 
the part of members of Col. Philp 's staff dealing directly with some 
of Schneider's subordinates without regard for the command and staff 
relationship spelled out in the basic Eucom directive. Schneider 
has stubbornly held his ground on a number of minor issues in which 
this basic relationship and direct US intervention at subordinate 
levels of the German Organization have been involved. Philps, in 
turn, has interpreted these as a growing disinclination on the part 
of the Germans to cooperate. The net result is . that .atmosphere at 
Pullach is now characterized by a certain tenseness that was not 
evident when I first arrived there. Possibly balancing this is the 
fact that the US Element now has a much clearer picture of the 
administrative activities. At any rate an individual with a clear, 
unemotional and objective view of the situation at Odeum these days 
is a rare speciman. 

' 4 . The basic requirements to ensure the maintenance of the 

US-German Relationship on a workable basis appear to be the follow- 
ing : 



a. Basic agreement between the US Commander and the German 
Leader on the interpretation of the contractual agreement. 

b. A clear conception on the part .of US and German staff 
members of the working procedures under this agreement. 
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c. An adequate number of US staff members present at all 
echelons of the German organization, particularly in the field, 
with complete access to all information and instructions to observe, 
assist and offer guidance but not to 'issue orders directly to 
their German opposite numbers. These US representatives must be 
capable of keeping the US Commander completely informed on all 
aspects of operational and administrative developments in the lower 
echelons of the German organization. His having to rely almost 
entirely on the German Element for information leaves the US Comman- 
der in an untenable position. 

d. Guidance must be passed to the German Leader, in writing, 
by the US Commander on a continuing basis; such guidance to be 
based on instructions from above and information received from his 
US staff representatives in the field* This guidance must be firm 
and- above all must be based on accurate and timely information 
received from US observers in the organization and through an 
active liaison with other US agencies in Eur ope which are in a posi- 
tion to report upon the activities of^QQas well as on matters 

of common interest, j£-U *0 

I y 

e. ♦ A friendly but cons true tive N ob servant and objective 
attitude on the part of the US Element. 

5* Certainly one of the major causes of agitation is the 
present difficulty over the financial status. In this matter I 
feel that it _is_necessary that we immediately indulge in some advance 
planning! is still receiving its $125)000 monthly. The diffi- 

cu ltles growin g out of the rising value of the DM have been reported 
^ 5 I gm has thus far reduced its commitment by appro- 
r xlmately 1 ;^hTs process of cutting down continues. I have re- 
ceived the Impre s s ion , however, that Schneider . has an unfounded hope 
that the turnover to us will simultaneously mean the end of his 
financial troubles and an increase over the present $125,000. I 
have made every effort to eliminate this view. On the other hand, 
eliminating operational commitments is, as we know, a difficult and 
sometimes expensive procedure which cannot be accomplished in a 
matter of days. Thus, I feel that we should assess the operation 
from our available information and attempt to formulate without fur- 
ther delay a, planning basis which can be passed to Odeum at the time 
we^/.take ^oven. This should include an indication of which 
operations should be cut, which built-up, and which eliminated. Also, 
some indication of the anticipated financial arrangement (channel for 
handling funds, availability, etc) would be helpful for planning 
purposes. If we do not provide Schneider with this guidance his only 
alternative will lie in utilizing his own judgment since Eucom is 
reluctant at this stage of the game to make any decisions that will 
.have far reaching effects. That pressure which is exerted by Eucom 
tends* to prolong the life of collection efforts which have a parti- 
cular and largely tactical interest to the Army. The deeper opera- 
tions and particularly the program to build up radio communications 
to existing sources in the satellites is consequently suffering. 
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Schneider* s requests to General Hall that guidance be given as to 
where cuts should be made if additional funds are not available 
have been met with the general attitude "We can't decide anything 
now because we are all expecting a decision in the near future". 

6. OB operation can, I believe, be divided into three 
general cate go Me s. The;. first would include the large number of 
operations that are run into the Soviet Zone of Germany. The second 
would include all operations based in Germany or •(B^JfaHd^ex"- 
tending into any of the satellites. The third category , including 
mainly operations which are now in the planning or developmental 
stage, would be limited to the strategic field. Our initial efforts 
should be concentrated on a detailed examination, operation by 
operation, of those falling in the second and third categories. 

For this reason I again go back to a slightly modified version of 
my or iginal recommendation that we establish a fixed budget for 
•BBS! overhead, operations in the Soviet Zone of Germany and such 

j specific projects as the Signal Intelligence program* and; that all 

\ operations in the satellites, as well as all strategic operations, 

j be on a project basis. . Operations into the sa tellit e countries; 

; 1 whould be subject to the . approval only of our Representative 

1 \ who would be guided by general policy and budgetary allocations from 
. Washington. Any arrangement which required these projects being sub- 
mitted in detailed form to Karlsruhe or Washington would be prohi- 
bitive in terms of time and personnel both here and in Washington. 

At the same time, requiring them to be submitted to our staff with 
U fj pgM ill give us a degree of control 'and an insight into their 
operations which has been non-existent in the past. 

7. Strategic operations, particularly those which involve 
lines and activities through friendly or neutral areas, should be 
submitted to Washington in a degree of detail comparable to those 
operations of a similar type being developed by the Munich Opera- 
tional Base. 

8. In considering the cost involved in taking over ^gg|gi, 

I believe that we must put the entire project on a sufficiently 

sound financial basis to eliminate touch of the individu al black- 

marketeering that is now being done by the members of 
organizations, in an attempt to keep operations and installations 

,.at a level which their present funds will not support. These indi- 
vidual" instances of blackmarketeering are the cause of constant 
incidents with the German police and continually -threaten the gene- 
ral security of the operation. 

9. Several weeks ago Eucom ODI requested a budget estimate 

for the next year.. The budget submitted was formulated on the 
basis of complete legality (including the purchase of all EMs from 
the US Finance Officer at the 300 rate) and the development of _ n v y\ 

operations to meet all requirements which have been given to WBBB \ 

by Eucom. The budget estimate resulting amounted to 12 million 
dollars. Needless to say, it was not submitted with the expectation 

. that it would be approved. 
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[becomes more 
ion upon take 

If ire are going into economic cover in Germany the present 
is obviously the time to buy when small businesses, originally 
capitalized on the cheap EM. are now collapsing in the face 

inability to repay loans with the i ncreasing value of the DM . 

Schneider believes that much of Cun bo put into commercial" 

cover without great outlay of cash and is now pushing a. program of 
developing possibilities in this program. This appears particularly 
desirable from a security point of view since the present establish- 
ment at Pullach is becoming increasingly blown. This i s a ma tter 
which will also receive the attention of our staff with^Qm at ^ 
earliest opportunity. 

j — a3/4l' 11. With respect to the strength of our staff withPHS|7~ 

W3& indicates that four staff officers is the maximum we can 
Wftect in the immediate future. This would be sufficient if we 
could assume that the status quo with respect to the form and sub- 
O&Eti/rt stance” of ^§1|§|§I| could be retained for a period of six to 
months while three case Officers explore. the det ails o f 
operations and the head of our representation to ^^pfcjsonsolidates 
his own observations 







To" 



C>£>^ U 



i 






their findings and his own observations into recommendations as 
future disposition of the entire project. In light of current 
developments I do not feel that we can necessarily afford to follow 
this leisurely pace. The uncertainty that has characterized the 

guidance of project during the past six months has been damaging. 

The present widespread usage of MG designations for ^g|^J'TTe la~” ^ 
bases is daily becoming a thinner and less reali stic cover arrange- 
ment. Continued maintenance of the entire ^HB^Eow“in ’The" Targe 
and very overt compound at Pullach is inviting publicity which is 
certain to be realized in the near future. Finally and mo st im- 
portant in the long range view, the establishment of 
vis the Western German State and the German economy, in apposition 
which will ensure its future is a matter which must immediately . 
receive our attent ion. N ot unrelated to this matter, is the 

gfl pfijfr of certain manifestatio ns of future 
levelopment ofan unsymp^tic would " 

>e a calamity to tne. numerous operations dependent on line_s 






— c^muvr) 



appearance 



writhin' 

The 

a calamity to the. numerous 
"through 



___ This is on our agenda for" futureTTis cuss ion with 
^ one of these problems can be ignored much lon g e r and all 

a m ( will -ye qu ire the attention of our staff withPBgpr- 

C&Sarn 



a /Y) 



12. It will be- recalled that Is an organization de- - 

signed to collect information exclusively outside of We stern. Ger- 
many.. Notwithstanding this, Dr. Schneider has a wide range of 
sources which submit him reports on thq developments within Germany 
which will effect the future of his organization. These reports are 
not turned over td the American Element and are not disseminated. I 
have reached an agreement with Schneider that these reports will be 
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made available to me to assist us in developing our course of action 
to integrate his organization into the political and economic frame- 
work of Western Germany, He understands that my agreement that 
these reports shall not be "disseminated" does hot preclude them 
being made available to higher officials o^the AIS. This will, I 
believe, prove a valuable byproduct of the ^118111 project. 

13, Our relationship with Philp and his staff will be a 
matter which will:'have to be carefully considered. In a few very 
superficial discussions with Philp on this matter I have stressed 
the point that we will not expect to take over any of the existing 
duties of members of his staff and that 2iur main effort will be 
in the operational field. Tentatively, I plan that certain aspects 
of our work will remain strictly in. our own circlesand .that other 
matters will have to be open to Philp and his staff. All of our . . 

organizational traffic should be kept in our office and any of our 
material I make available to him will not be in its original form. 

Reports prepared by our representatives in the field will deal 
separately with administrative and operational matters and the 
matter of passing these to Col. Philp and his staff will be deter- 
mined by the content of the report in each case. 



£>i>£u/r) 



14 . Whil e I am convinced a staff of four will be inadequate 

to staff CEZ5SI beyond the first few months, I am not prepared to . 
make a specific recommendation either as to the minimum number of 
personnel that will be needed nor as to . the specific jobs in which 
I can visualize we will require our representatives. Because of my 
very strong conviction that the success we will make of this project 
will depend largely on the staff that we can make available, I will 
continue to give closest attention to the problem of developing an 
adequate staff. 






15. Periodically I shall attempt to summarize the developments 
that are evident from my contacts with the US and German Elements 
By and large these will be informative in character and 
wilYfurnish J a background against which future specif ic- recommenda- 
tions will be made. The exception to the informative character 
of the material In this particular letter is, obviously, my request 
that we give immediate consideration to the question of the' manner 
and extent in which we contemplate financing the entire project. 

'.‘Your "views on this subject at the earliest opportunity, will be 
appreciated.’ 



Distribution: 
2 - FBH *- 
1 - COS 
1 - File 
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90. Robert A. Schow, ADSO to Director, CIA, “EUCOM Support for the 7821 Composite Group 
(Operation Rusty),” 21 April 1949 
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21 April 191*9 

&SZ342ftAJiDUU rOH; Tito Director, Central Intelligence Agency 

SUBJECT: EUCOM Support for the 7321 Composite Croup 

(Operation Rusty) 



In order to insure a smooth and efficient turnover cf the 7321 Composite 
Group from the control of the Suropoan Command, U. S. Arcsy, to the Central 
Intelligence Agency, it is necessary that EUCCM continue on the present 
basis for such time os may be required the administrative, logistical, and 
personnel support of the aforementioned Group. The nature of the support 
requirod is set forth below: 

I. Personnel 

A* All Army personnel presently assigned to the 7821 Composite Group, 
should remain on duty with that organisation under the control of the CIA 
representatives assigned to the project for a period of at least one year, or * 
until such time as this Agency can properly staff the 7321 Composite Group. 

The Areuy personnel remaining is to i n clude the ten (10) officers and twenty- 
five (2f>) enlisted men presently oh duty. 

B. Should the transfer of any of this complement be required during the 
above-mentioned period, qualified replacements should bo furnished by the t 
European Command, U* 3. Army. 

II. Logistical Support 

A. AH supplies should continue to be Issued on the basis of the ef- 
fective 7321 Composite Group Table of Organisation and Mlowancoo as modified 
to date. 

13. A 11 supplies, such as rations, gasoline, etc., now furnished 
gratuitously, should continue to be so provided. 

C* Prior to the transfer of the 7021 Composite Group to tills Afiancy, 
a decision should be rendered by the European Command, U. S. Array, re the pay- 
ment of Quartermaster items already issued to the Group and for which no pay- 
ment has yet been made. 

D. Upon the transfer of the, organization, a statement should be issued 
by the European Cocnand, U* 3. Army, setting forth all outstanding debts of the ' 
7321 Composite Group. Payment of such debts should be made by the European 
Command, a. s. Army, if funds are available. 
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III* Housing 

A. All real estate, including offices, dwellings and storage places, 
presently utilitised by the 7821 Composite Group should be transferred to 
the control of the representatives of this Agency. 

D. Kent and utilities should continue to be paid by tho German 
economy. 

IV. Transportation 

A. All vehicles, Including military vehicles, those drawn from tho 
Theater Ordnance officer, and those purchased by the 7821 Composite Group, 
also should be transferred with the Group. 

V. Communications 

A* Communications facilities presently provided by the European Com- 
mand, S. Army, should continue to be made available to the 7821 Composite 
Group until such time as tills Agency can install its own facilities. This 
applies to communications within the Araerican Iona of Germany only. 



Robert A. Sc tow 
Assistant Director 
Special Operations 
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91. [Critchfield] to COS, Karlsruhe, “Organizational and Individual Security Problem 
[Gehlen Organization] Staff,” 4 May 1949 



/Courier 



SECRET 

SECRET/RELEASE 
TO GERMANY ONLY 



yrh£-/z>/9 - //3 S' 



COS, Karlsruhe 
Munich Operations Ba&e (i 




4 May 1949 

CaM c A Id t 



Organisational and Individual Security Problem 
■i Staff 

£>£>£? urt 

1. The maintaining of orjanixational and individual security 
vis-a-vis our connection with jfflKa promise a some difficulty. Thd 
immediate aims of our security program ares 

a. To conceal the identity of the US Agency operating 



To conceal the connection with the 
in Munich, Karlsruhe and elsewhere. 







c. Maintenance of the 
staff personnel assigned to 



sonal security of career intelligence 

Oto^a/T) 



2. Unfortunately, the identity of our organization was the 
byword in all discussions among the high level US Army & n & German 
personnel at the time our investigation began in November 1948. Sub- 
sequent indoctrination of both the US and German staffs has shown 
material results. At our request, both Schneider and Philp have 
recently assembled their staffs and given additional lectures on 

this general subject. ^ 

3. For security reasons alone, our entrance into will, 

except in the top staffs on both US and German sides, be done as 
Inconspicuously as is possible. Only the top German staff will be 
advised of the ohange in control, *oth German and US Staffs have 
been instructed to carry on an active campaign to ensure that the 

change is-not-. passed down to a subordinate level where possibility 

t?f * cojfrprom'i s r« a te a t * 

c^/VeA'fi^ I A 

4. whose real Identity and basic affilia- 
tions are unquestionably known among some of the top German and US 
staff personnel* will continue to utilise a liaison cover within ) 

f|li§ and outslae of the project will remain identified by Munich 
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Overt affiliation with' 
numerous Individuals wit h w hom 
ness &S&& member of 
that ther e had be en some lOCa 
sations, will utilize his real name within the ^ 

“and” the assume" name I^HBXthat was. used with subortf 



wouldT'TSmed lately r eve a i “ . / 

~FTraqu^tITa^ er5E7r- Cxrfrhb « (d 

_ QMQ B , ievr 

on of Intelligence organi- 



cies during .'field trips 



ag\thfl Mieijml investigation.' 




<zj\ Sit'd. ■>, 






5* ‘All other staff members should, in general, utilize a ) 
cover name within the German and US organization with a clear under- 
standing on the part of the US Staff and the top German staff that 
it is an assumed name for security purposes. • As a rule it i s • ' _ 

believed preferable that real identities be used outside of •> ® C lL * 

within the Munich community. This practice conforms to that of 95# 
of the German ah<3 American personnel presently in the organization.* 

6. With Munich Post Agencies (billeting, clubs, etc.), staff 

members must overtly b^wnnecte^rltt ^l the r the 7821 Composite 
Group or the former is ^ 

almost mandatory for married staff members who will be provided 
billets, obtained by the 7821 Group, in the Solln and Pullach areas.' 

The question of mail addresses and telephone listings further com- 
plicate thi s pr oblem. In each instance and prior to his first con-;'; 

^tact^wTtlT^iBHl, the individual r s comp lete cover story will have to be 

■Caref ully worked out jointly bv and the individual staff mem- 

ber concerned. In each case, any necessary validating orders and 
AGO cards will be requested from Karlsruhe. We will also look into 
the possibility of paper assignments to non-intelligence post agencies. 

On 3 May, the quest ion o^^ndividua^cove^ explored in detail 1 
v? i t ir views and the ex- 
p eriences during the investigation and sub- 

"^sequerrt contacts With <WB Kare the basis for a tentative general ^out - 
line of the cover plans t^ji followed by single and married staff 
members assimed to the staff (Incl. !)• 

7. assistance in develo ulnga secure 
communications system will be appreciated. ^HBBSccupies a quarter . 
of a page in the new Munich Telephone Book* All calls go through 
Munich: Military 2321, the compound switchboard. The security of 
this line is questionable. Within the compound telephone conversa- 
tions are considered secure; the basis for this assumption is unknown. 
Constant telephone traffic between Pullach and Karlsruhe, comparable 

to that carried .on between most operational bases and^K arlsruh e 

would immediately reveal the connection with^Bto the ^BBlL German 
switchboard operators -as well as to any agency tapping the 232lTIne^ 

We will request Philp to establish a direct telephone line in one of 
our restricted offices (off limits ^to all but our own staff personnel). 

This phone will be registered under our-, cover designation and utilized 
for all outside calls in which our security aims are involved. ^he 
feasibility of this solution will be examined, more in detail in the 
future. 
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8 , Any transportation assigned to the StafTHnui”* 

license plates not previously utilized at an operational base, 
this respect, social and business contacts with MOB must be care- 
fully considered and consistent with the security situation 

9. In general, too frequent appearances at clubs and other 
public social events with the present US Staff members will be 
avoided; particularly with those that do local representation work^ 
with Munich Military Post, Military Government, as a member of^puflPl 

10. Our staff will be situated in a substantial one-story, 
stone building, Just inside the only gate through which one can enter 
the compound. The compound is surrounded by a high wire fenee and 
a careful checking system is employed at the main ga.te. The German 
staff member who acts as commandant of the post is responsible for 
the security of the entire installation and frequently conducts 
security tests to test the general security of the compound. Our 
building is being provided with substantial Iron bars on the windows. 
x he offices in which our files and funds will be kept will be pro- 

• vided with separate locks on the doors. We will be requesting 

combination padlocks for this purpose. The entrance to the building 
will be locked at night by the US military guard who will be on duty 
in the building and at our telephone extension from the time we 
leave in the evening until the offices are opened in the rooming. 

The combinations (or keys) for our offices and files will be known 
only to our own personnel. Our offices will be arranged Jo ensure 
that the code room, the file room and the office of our own staff 
secretary will be off limit s to all but our own staff personnel. 
Correspondence internal ha-pm^n rr.x 

Military Staff personnel will be kept in separate steel filing cabinets 
located in the less restricted offices of our staff and will be maintained 
by a German secretary provided by the organization. 

11 . During one of my recent discussions with Philp on the 
subjec t of security, he reported that the Impending turnover of 

1 — 4QSSI to our organization is a much : 'discussed matter up at Heidelberg. 

If this is true, the Deputy Director might be willing to take this 
up at a staff conference in the near future. It will be impossible 
to. conceal the takeover ifrom themakjce many of them are now con- 
cerned with staff supervision of WBgfc* The only other alternative 
-^ 5 -- -thus^PPOar-s- jQ lie' in recruiting/ the Deputy Director's assistance. . 

O^Ea/y) 



tD'b ,£■ U 
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SECRET ' 

Individual Cover for Staff fle m ber_s_As3lgned tgj 






1. Since the designation of present military cover for^HB CfoEEttsy) 
is probably well compromised within the Munich Post, it appears un- 
desirable fjwm a long range security point of view that our staff 
members be assigned to that organization. Since’ connection with^BBB* 
in Munich is also to be avoided, a cover unit designa tion f or the 
assignment of all of our- staff personnel assigned to •■®4 l sbeing 
obtained. This cover will be utilized for the following generaT — - 
purposes* 



a. Official designation on orders. 

b. - Mail address. 

c. Personal documents. 

d. Registration with all local agencies. 

e. Cover story for casual contacts outside of business. 

2. Our restricted telephone (direct line out of compound) 
will be listed under this cover designation and our secretary will 
be briefed to answer all I ncomi ng calls accordingly. All calls, 
loca l or long dl stance units in u ermany will be made over 

7>>£5> ^ this phone and booked under this' cover designation. 






3. Since it is contemplated that most married staff personnel 
will be assigned quarters in the Pullach area, social contacts with 
US and G erman families living in or near t he co mpound and connected 
with €111138 can be expected. Within 4UBB circles this offers only 
the usual personal security problems. References to previous 
intelligence experience in the Theater and duilng wartime should be 
vague, especially with respect to recent assignment in the Theater. 
Previous connection with W cannot be disclosed. 



4. Single staff members will secure their bill ets thr ough i- ^ >> ycr /y /y) 

Munich Post without the assistance of the US Staff at ' 
appears impracticable for Staff members requiring family billets to 
procur e satisfactory billets without the Intervention of the US ’ 

£&BU/W Staff'. This is a calculated security risk which appears un- 

- » • avoidable. Since your orders presented to obtain billeting will 

* •••*■•• cbtftgitt our coverunlt designation and you will obtain your billet \ 

u /l^TlirbugEna known #il®8Staff officer who has dealt with the billeting 
office r over an extended period of time, the latter will associate 
with cover organization. All other services (commissary, 
telephones, utilities requests, etc.), shoul d be pr ocured by the staff 
member himself and not in the company of the CBBWStaff officer, who 
will assist you with the procurement of a house. ■ 
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5* For ope rati o nal pu rposes within staff members will / 

Utilize selected This heed not be supported by an AGO 

card, or other personaAl document s. German and American staff mem- 
bers will assume it is an assumed name} a universal practice among j 
the German staff that live and work In the compound. 



-V/3% 



6, Since the entire structure of the German organization is 
designed to provide a "sanitary security belt” between the Pullach 
Organization and field units atthlrd name must be utilized % for con- 
tacts with the sub-organizations. This name must be supported by an/ 
AGO card for purposes of identity in situations involving sub- 
organizational personnel, 

7, If possible, real name and identity documents and our 

cover organization should be utilized in any incidents with US agen- } 
cles which might result in official correspondence,. All incidents " 
will be immediately reported to the Chief of BBS Staff. 

O 'O £=u sns 

8, Appearances in company of well blown US Military Staff 
members of £839*111 b® kept to a minimum, 

9, At German-American social functions within the organiza- 
tion. real names must be utilized. Incidents at such parties 
arising out of confusion of names are extremely common in view of the 1 
complicated personal situation in which most of the German staff 
members fin d thems elves. Pseudonyms will consistently be employed' 
in internal BIBB correspondence and telephone conversations. 

10 . License plates utilized on trips to sub-organizations will./ 
be removed at an intermediate point prior to return to headquarters.) 
This process will be reversed on leaving the compound to visit sub- 
organizations* Registration cards to correspond with the plates y‘ 
must be carried i 

11, T hej^ o mp lete cover story, of each individual staff member 
assigned to-gSffgpPwill be reduced to writing and kept in a separate 
individual security file. It will be necessary that other members 
of the staff be conversant with the details of the cover stories of 
all other Staff members. 
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92. Headquarters, EUCOM to Chief of Staff, US Army Director of Intelligence, 6 June 1949 



INTERNAL ROUTE SLIP 



HEADQUARTERS, EUROPEAN COMMAND 



FILE NO: 350.09 (GID/OPS/IS) 

subject: . Trananltliftl ....p.#. Correspondence 



date: 9 *Tnne 1949 



iNumber each memo or min 
drow o line ocrou Ihe ihe 



1 bD/ID! CO, 7821 9 June! 
Composite 49 
Group : 



2 Inols a/s 
BPM/bd/Heid 04255 



c o n i e c u 1 1 ye I y . Fill In «gch column, signed legibly 
Use entire width ol sheet for long memoranda.) 



HAS THIS PAPER BEEN COORDINATED WITH ALL CONCERNED? 



le Inclosed herewith is 1st Indorsement to 
basio letter from DI, GSUSA, Subject: Administra- 
tive and Logistical Support of TIB by CINCEDR, 
dated 10 May 1949# and our cable No. SX-2983 
which changes the first sentence of Paragraph 1A 
of the 1st Indorsement* 

2. Inclosed correspondence to be retained 
in your files. 

FOR THE DEPTJTT DIRECTOR, INTELLIGENCE DIVISION: 



R. E. KIlZER • 
Ca?t V7AL 
Asst. Control Officer 



REVIEWED: 

> «#) WNGRAOED TO:li- 
KEVIEWEli: £- — 

CL REASON: JJL£|— 
D;ECL ON: j . 

DRV FROM’. 
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350.09 (GID/OPS/IS) 1st Ind 

Headquarters European Command, APO 40 3, US Army 

TO: Director of Intelligence, General Staff, United States Army, 

Washington 23, D.C. 

1 . Ref , Par . 1 , . 

a. Transfer of 7821st Composite Group to the representation 

of CIA will be made on 0001 hours 1 July* This date is selected 
because the Department of the Army has obligated funds for the 
support of 7821st Composite Group through 30 June. Beginning 
immediately the CIA element will establish offices at 7821st 
Composite Group Headquarters, , 

b. The representative of the Director of Central Intelligence 
has agreed to supply DI CINCEUR with all intelligence reports produced 
by 7821st Composite Group and to request guidance in all matters which 
might impinge on or affect the security or political position of the 
Armed Forces or the German civil government, 

2 . Ref . Par , 2. 

a. Ref. Par. 2. a. Concur, 

b. Ref. Par. 2.b. (1), 2.b (2). Concur with the understanding 
that this support will continue indefinitely with the 7821st Composite 
Group’s successor, except as the CIA reprrsentati ve will approve 
reductions. 

c. Ref, Par. 2,b (3), 2,b (4). Concur. 

d. Ref. Pars 2.b (5). While every effort will be made to 
close out accounts prior to the transfer date, it is anticipated that 
a number of outstanding accounts will not have been presented for 
payment prior to 1 July 1949. In order to close these obligations, 

a fund presently being held by the Composite Group will be used for 
the liquidation of all obligations entered into prior to 1 July 1949 
except for certain purchases made during June for use after 1 July 
which will be earmarked for payment by the CIA representative. 

e. Ref. Par. 2.c., 2,d. f 2.e., 2.f,, concur. 



COPY 



C. R. HUEBNER 

Lieutenant General, U.G. Army 
Acting Commander-In-Chief. 
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HQ, EUROPEAN COMMAND 
STAFF MESSAGE CONTROL 
OUTGOING MESSAGE 

TOP SECRET 

DEFERRED 



TO : CHIEF OF STAFF, US ARMY FOR DIRECTOR OF 

INTELLIGENCE 

FOR INFO : CINCEUR, BERLIN, FOR DIRECTOR OF INTELLIGENCE 

FROM : CINCEUR SIGNED HUEBNER 

REF NO : SX-2983 CITE: ECGH) TOO: 061249Z 



Reference paragraph 1A of our first indorsement 
to your letter dated 10 May 1949, subject: Administrative and 
Logistical Support of TIB by CINCEUR, General IRWIN and Mister 
STEWART of Central Intelligence Agency have concurred in changing 
first sentence to read "In order to facilitate their control 
and direction of group operations, physical transfer of 7821 
Canposite Group to the representation of Central Intelligence 
Agency will be made on 0001 hours, 1 July 1949" ♦ 



ORIGINATOR 

INFORMATION 



DD/INT 
SECY GS 



AUTHENTICATION: C. J. LETZELTER 

Lt« Col. GSC 
Tel. 02538 



06 JUNE 49 1315Z DHD/dhd REF NO: SX-2983 TOO: 061249Z 
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93. [Critchfield] to Chief, FBM, “Basic Agreement with [Gehlen Organization],” 13 June 1949 
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DISPATCH NO. 
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DATE ; _ 1-3 1949 



SUBJECT: 



Chief, Foreign Branch M 

Chief of Station, Karlsruhe 

General- Operational 

specific - Basic Agreement wit: 



mEiLJoiJci aoFJcT 
cimmurjoji /; 

f - A 

fliafliSf.il l3 . 



&&&ISS77 j Dale VJS. 1 — — — 

1. As has beenpreviously reported- the relations^^^^® 8 Pr 
the US Army with has from the first been based on a con- 
tractual agreement originally reached between Dr, Schneider and 
General Sibert. This agreement was referred to i n the basi c 

EUCOM Directive of 13 October 1948 (see Annex B ~ /Tlg-sn/}- 

Prior to that time the substance of the agreement had not been 
reduced to writing. 






2. It is quite clear that we must renegotiate with 

Dr. Schneider the basic agreement which will govern our imme- 
diate as well as our long range relationship. Preliminary dis- 
cussions between Dr. Schneideran^BHBHSBHSEH® have taken ^ 
place. A tentative draft byl BB ft w as utilized as the poin t,,^— 
. of departure for such discussWns^wTth^Ehe full understating 
by Schneider that the points covered originated w1 th an d 
that discussions at this time are completely exploratory. 

3 . Schneider concurs without reservations with the agree- 
ment as far as it goes, and suggested that two other basic points 

. be included to cover matters of interest to him personally and 
as the responsible leader of the German organisation. These * 
*Atw 6 points 'in substance ares 

(a) That at such time as a financial expert from' 
the American organization is placed with his staff and 
an exact accounting procedure is adopted, he. as the senior 
. member of the German organization, will retain the pre- 
rogative to expend a nominal monthly fee, $3,000.00 for 
example, as payments to or in defrayment of expenses of 



- C2/zn / cJ 

Ve ic I 

— H-ch^te Jd 
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certain individuals with whom he may be in contact on a 
personal and confidential basis. These expenses wpuld 
• in each case be covered by a voucher signed by him, in- 
dicating that the funds had been spent in furtherance of 
the organizational interests; 

(b) That the US 'Element agree that from funds 
allotted to the organization, payments consistent with 
individual needs and the cost; of living will be paid on 
a monthly basis to the dependents of agents who have , 
been killed or captured In the execution of missions 
assigned by this project. 

4. On (a) above, I assured Dr. Schneider that if it 
develops in the future that an exact accounting procedure should 
be instituted to cover the expenditure of funds originating 
with the American side, I felt sure that any reasonable ex- 
penditures to which he would individually certify would be 
completely acceptable to us; and, that the compensation pay- 
ments appear to be quite consistent with our own policy in such 
matters. 




5. While there is no urgency to the conclusion of such 
an agreement, a clear understanding of these points must be 
X^chodtoinsure not only a smooth working relationship between 
nnr"nwn staff and the German staff, but also to provi de __ 

the basis for Washington^ direction of our own staff with 



6, The draft covering the points I have discussed with 
Schneider is attached. If it appears to play rather heavily 
on the ideological motivation of this project, it is only because 
this aspect is in fact a most vital factor in.our relationship 
with the Germans as well as in their own future relationship 
with the German- Government. I will delay further discussions 
of this subject until Washington views have been received. 



Dist: 

- FBM w/attachment 
1 - COS w/attachment 
1 - POB w/attachaent 




Cxrtc k-Ci'e. Id 



SECRET/RELEASE 




TO GERMANY ONLY 

v w., ; \ . 



Secret 



232 



Secret 

Rel GER 



93. (Continued) 





\ 



SECRET ' 

SECRET/RELEASE 

sms AG PEBMufr Q GERMANY ONLY 



1. The basis for tJS-Geman cooperation In this project 
lies in the mutual conviction of the respective parties that 
increasing cooperation between a free and democratic Germany 
and the United States' within the framework of the Western 
European Union and the Atlantic Community is indispensable 
for the successful execution of a policy of opposition and 
containment of Communist Russia. 

2. The development of a long range and effective in- 
telligence organization directed solely against Communist Russia 
and her satellite governments is the broader purpose of US-German 
cooperation in the establishment of this project* 

3. It is clearly recognized that members of the German 
staff of this project are acting first and foremost as German 
nationals working in the interest of the German people in 
combatting Communism by contributing their efforts and accu- 
mulated experience in the field of intelligence against. 
Communist Russia. 

4. To protect this basic premise, it is agreed that under 
no circumstances will any German member of this project be 
expected or permitted to conduct intelligence activities against, 
or report on, German activities in other than Soviet occupied 
areas of Germany. The exception to this will be with respect 

to operations against German nationals acting in the interest 
of a communist power in affairs which threaten the security of 
this project. 

5. The eventual acceptance and support of this project 
by the German government is recognized as a prerequisite to 

the continuation of this project beyond the time when US Occupa- 
tional Forces terminate an active role in local German govern- 
mental affairs i Thus it is clearly recognized that the senior 
US representative and the German Director, each acting in close 
coordination with the other, will have to make a positive effort 
through channels available to him, to ensure that the acceptance 
and support of this project by the German Government is obtained. 

6. It is recognized that as the German Government is 
strengthened and assumes a more independent role in internal 
German affairs and as Germany assumes her position as a sovereign 
state with reestablished normal diplomatic and trade relations 
abroad, the working relationship of the US ,and Gertaan representa- 
tions in this project will have to be periodically re-examined 
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and modified to conform to the situation. Until such time the 
following specific relationship will be the basis of the work- 
ing relationship between the US and German elements of the 
project: 

a. The missions given the project shall be consistent 
with this agreement and shall originate with the US repre- 
sentative, 

b. All direction emanating from the US side shall 
be passed directly from the senior US representative to 
the German Director; information reaching the German 
organization at subordinate levels through US staff members 
will not constitute the basis for authority for any action 
not specifically authorized by the German Director. 

c. The responsibility for control, direction and 
discipline within the German organization will rest com- 
pletely on the German Director. 

d. US personnel working with the German Organization 
will be in an advisory and liaison capacity. 

e. All activities of this project in friendly or 
neutral countries will be reported to the US staff in 
detail and tinder complete US control. 

f. All connection with the Intelligence Services of 
friendly or neutral countries will receive prior clearance 
and be under US control. 

g. Complete details of operational activities will 
be available to the US staff. 

h. The US staff will, through its connections in the 
intelligence field, render maximum operational and technical 
assistance to the German staff. 

i. In financial matters the closest cooperation will 
be required. Detailed financial records will be maintained 
on the disposition of all funds provided by the US for the 
support of the project. . These records shall be available 
to the US senior representative or his designated financial 
specialist. 

J. Overhead expenses will, as soon as practicable, be 
reduced to a detailed semi-annual or annual budgetary basis 
with budgetary estimates submitted not less than three 
months in advance. 




' SECRET/RELEASE 
TO GERMANY ONLY 



Secret 



234 



Secret 

Rel GER 



93. (Continued) 



I 

SECRET/RELEASE 
' 3 ' TO GERMANY ONLY | 

k. All operations outside of Germany will* as soon V 

as practicable, be reduced to a project basis with funds V 

provided for each project as approved and on the basis 
of continuing review of operational details and production, 

7* Both parties realize the success of this project must 
be based on an attitude of complete trust and cooperation and 
adherence in spirit as well as in word to the terms of this 
agreement. Therefore, each party will continually review the 
terms of this agreement with a view toward immediately initiat- 
ing discussions pointing toward the modification of the terms 
of this agreement should new factors and changing situations 
so dictate. „ 
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CLASSIFICATION 
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DATE : 7 July 1 94- * 



to' : Chief, Foreign Branch M 

from : Chief of Station, Karlsr 



wruimcE AGfHcy - 
CUSSIFICiJIOH // 



General — 



from : Chief of Station, Karlsruh C f /7 

SUBJECT: eeneral — Administrative „ 

- General Policy N 

ref I 

<o2>€a/m— 

1* On 15 June 194-9 I handed\£r^Sohneider a policy^^tte^^BB 
(Incl. #1) indicating the current jBH^mission and broadly' out-^®® 
lining what appeared to be some oi^necauses of present and 
past difficulties of the project which should be avoided in the 
future, 

2. On 22 June 1949 a draft copy of Schneider’s reply to 
this letter was brought to me by Schneider for discussion. (Incl. #2) 
This reply, with slight mod^icat ion in form and style, was 
officially delivered to on 27 June 194-9. 

esn+cM 4'i'eld 

In view of the conversancy or the Washington staff with 
its past history. I feel it superfluous to offer comment 
o^tne background of my letter or Schneider’s reply. 



— -in cl< - C4/^c^/ v e/c/ I 

^ — * ‘2 ~ #1 -'IjT'Jtme 194-9 Memorandum to Dr. Schneider C.&rfcA&z. la 

2 - #2 - 22. June reply of hr. Schneider with 19 attachment^/ 



Dist: 

P2 - FBM w/1 Incl.#l and 1 Incl. #2 
1 - COS w/1 Incl.#l and 1 Incl. #2 
1 - POB w/1 Incl. #2 w/o annexes 
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Memorandum to Dr. Schneider 



1. The present financial crisis, with all the implications 
so clearly described by the organization leaders on 30 and 31 
May, goes back, as I understand it, to the original currency 
reform in the summer of 1945, at which time no provision for 
the exchange of a vast number of Reichsmarks was made. The 
adjustments made by your organization to meet the problems 
resulting from the currency reform were beginning to show some 
effect when in December 1948 the value of the Deutschemark on 
the free market began its drastic rise which has had catastrophic 
results for this organization. Since December it has become 
increasingly apparent to all that the financial situation was 
becoming steadily worse and that if support were to continue 
at the level of $125,000 a drastic reduction would have to be 
made*. 




2. A reduction resulting from specific decision as to 
where, when and how the project would be cut should have 
originated with the American side. On the other hand, the 
German side, having given the US side adequate notice that a 
cut was imminent in view of the increasing value of the DM, 
could have taken decisive action. To a limited extent, even 
the snborganization leaders could have taken actions to cut down 
in the face of dwindling financial support. 



3. On the American side there has been no participation 
in, and thus little tinders tending of, the complex operational 
aspects of th^.s project. An understandable inclination on the 
part of nearly all representatives of American agencies, each 
with a particular interest in the production of this project, 
to constantly encourage the increase in the level of production 
in the field of his particular interest has been a second factor 
contributing to expansion of the operation within the limits 
of what the black market would bear. Finally, the period of 
uncertainty since November 1948 when it first became apparent 
that a change in US sponsorship was a definite possibility has 
Cheen marked by the unwillingness of any US official to take de- 
cisive action to alleviate the increasingly chaotic financial 
situation. The record is clear that no decisive action on the 
US side was taken. 



4. On the German side the impetus to continue operations 
at a maximum level by straining all resources procurable by 
manipulating goods and currencies on the black market can be 
attributed primarily to the commendable desire on the part of 
the members of your organizations to increase the quality and 
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quantity of the final product-produced intelligence on the 
USSR. To a limited extent it also appears that this expansion 
was an unplanned and uncontrolled growth based on the receipt 
of EEIs from various US agencies. -EEIs should not, in my 
opinion, have been considered the basis for expansion or re- 
organization since the research type of individual who originates 
EEIs is completely uninformed on either the operational capa- 
bilities or the financial limitations of the organization to 
whom he directs his EEIs. Trends diseernable from the EEIs 
could, on the other hand, have been a clear indication to both 
the German and American sides that discussions as to where, 
when and how cuts or expansions should be initiated were in 
order. Decisions thus reached would probably have been con- 
sistent with the capabilities of the organization and its avail- 
able means — financial and otherwise* 

5. In the final analysis, the historical background of 
the situation is not immediately relevant to the problem at 
hand — that is, finding a solution to our present problems and 
establishing your project under its new sponsorship on a firm 
operational and financial basis. I have been informed by my 
headquarters that the present sum of <125,000 monthly will con- 
tinue to be the level of support. The sum of $375,000 in hard 

currency will be provided on or before 1 July for the first 
quarter of the new fiscal year. This, to the best of my know- 
ledge, represents the total financial support that we shall 
receive during this period, and I consider it quite unsound 
that I should give you encouragement to continue the present 
scope in size and activities of the organization by creating any 
false hope that an increase in financial support will be forth- 
coming. To do so would merely be a continuation of the unsound 
policy that has brought about the present critical situation. 
Therefore, I urge you to make every effort to salvage the best 
elements of your project and drop personnel under the most de- 
sirable circumstances possible within your admittedly inadequate 
financial means. 

6. My original recommendation in November that the finan- 
;! pihg. . of , tfctfc pr o J ec t be modified to a system under which the 

overhead and Sovzone operation would be on an annual or semi- 
annual planned budgetary basis, and that all operations, strategic 
and otherwise, in the satellites and other areas bordering on 
the western UsSR be placed on a project basis 1 was without 
respect or relationship to the figure $125,006. At that time 
I visualized a situation which would, for example, make it 
possible to determine that some such amount as $36,000 could 
be budgeted for monthly overhead expenses ; $70,006 budgeted 

for Sovzone operation; and that, utilizing the *25,000 to cover 
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our period of change-over, we put other operations on a project 
basis, each subject to approval in Washington and subject to 
continuing review upon which the financial support of the 
specific operation could be individually and periodically deter- 
mined. The financial situation which has developed since that 
time tends to throw ,a new light on the entire financial situa- 
tion, and we now find ourselves. in a situation where your 
supporting funds are worth less than 1/3 of their December value 
with the result that your Sovzone collection, which has in the 
past utilized approximately 60 % of your funds would now - even 
if substantially reduced - still utilize the entire $125,000 
monthly. 



7. You are well aware of my conviction that our mutual 
interests in operations to the East from Germany can best be 
served by such operations being described in detail in project 
form for presentation to Washington and consideration on the 
merits of each individual operation. I wish to ensure, however, 
that no misconception arises from my recommendation that opera- 
tions outside of Germany be put on the project basis. The 
present level of support is $125,000 and funds for these projects 
must come from this sum. It is recognized that the limited funds 
will he reflected in the fact that various projects will be 
shown at various stages of development and productively dependent 
on the time they have been going, the skill of the persons con- 
trolling and participating in the operation and the funds that 
have been made available to support the operation. Washington 
will be able to consider all of these factors in determining the 
immediate as well as the long range potentialities of each opera- 
tion, and we will be assured that the Washington decision made 
in any case results from a detailed consideration of the opera- 
tion on its own merits and not as a result of categorical deci- 
sions. 




8. I fully appreciate the difficult personal situation 
which confronts you during this period of liquidation of large 
elements of the project which you have developed through great 
effort during the past few years. It is recognized that the 
‘ V£ep$rt.ation of the leadership of the project will be severely 
damaged and that the rebuilding of confidence and a feeling of 
security in the organization will be one of the major problems 
confronting you in the future. 



9. From several fragmentary instructions I am now able 
to form rather clearly defined priorities. These are arrived 
at by the concurrent consideration of our definite commitment 
to the US Armed Forces in Europe to continue to give 'highest 
priority to tactical collection of interest to the US Commanding 
General in Europe, our overall national intelligence needs, our 
future stake in the intelligence field in Europe and the finan- 



cial limitations currently imposed upon the support of the 
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project. Most of these I have previously 

or your representative and all are reduced to writing at this 
time for your continuing guidances 



a. Intelligence on the strength, disposition and 
capabilities of the Soviet Forces in Sovzohe Germany, 
Poland and the Western USSR remains the top priority. 

All efforts will be made to maintain the production level 
v of such intelligence. 



b. Eliminate operations in Yugoslavia, Hungary and 
Bulgaria unless, in the case of the two latter, an early 
extension of an individual operation into the USSR appears 
likely. 

c. Eliminate Sovzone Austria operations. USFA has 
clearly indicated that while your reports are of high 
caliber and valuable for confirmation purposes, the cover- 
age by USFA agencies of the Soviet Central Group of Forces 
is adequate. 

d. Keep the Signal Intelligence operation at its 
present level; the Air Forces consider this a highly 
valuable operation and their continuing logistical support 
has been assured. 



e. Delay taking action on reduction of the PW 
interrogation project. We are currently negotiating with 
the Air Forces in the hope of obtaining support of the 
project from them. No priority for this project has been 
received from Washington. 

f. Operations in Rumania should be continued with 
emphasis on OB and extension of lines into Southwestern 
USSR. 

g. The strategic planning that has been done by 100 
should be examined and the most concrete and promising 

^ ^ ^pperations be reduced to detailed projects at the earliest 
1.*.. opportunity. Since these operations inmost cases go 

through countries where we have diplomatic representations 
and intelligence connections, these projects will have to 
be presented in more detail than, for example, those into 
Poland or Rumania. 

h. A detailed report of. all personnel and activities 
in friendly and neutral countries i#e desired. Upon re- 
ceipt of this data on each individual country we will 
examine the facts in light of possible utilization of our 
communication facilities and contacts to economize and at 
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the same time efficiently accomplish the desired pur- 
pose. 

i. A well rotmded intelligence organization, cap- 
able of independently mounting and supporting agent 
operations remains our basic concept of your organization* 

j. For various reasons it is not contemplated that 
it will be possible to run any operations into the Baltic 
area through the Scandinavian Countries* For this reason, 
it. is suggested that we take steps to liquidate any 
commitments that exist in these areas (Norway, Sweden and 
Finland). If you can give me the details of present 
commitments in those areas it is possible that the in- 
dividuals concerned may, in some instances, be integrated 
with activities already in progress. 

the 

10. In/ future, I shall make an effort to keep you advised 
at the earliest practical time and in writing of all matters 
pertaining to financial support, since I feel very strongly that 
our relationship in the future must not be characterized by the 
misconstrued and misinterpreted utterances of persons in official 
positions on either the German or the American side as to the 
extent of financial and other types of support which can be 
definitely expected in the foreseeable future. 



11. If there is anything in this or future letters which 
is not clear or with which you cannot in good conscience agree, 
I would appreciate it if you would immediately and candidly 
bring the matter to my attention. 
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I "beg to make the following comment on your - Memorandum 
dated 15 June 1949* 



I. At the beginning I' should like to stress, as the most im- 
portant point that, at this juncture, it is decisive for 
the future of this project and its activities to overcome, 
by a common effort of the US and -German side, the crisis 
which now faces this project and its work. It seems to be 
of little avail to pose the question of who is to be blamed 
for this development. When I, nevertheless, set forth iny 
view on this problem touched upon in par 2-4, I am moti- 
vated by par 11 of your memorandum which expressly invites 
me to do so * 



In general I shall limit my comments to generaliza- 
tions, but am attaching extracts from relevant memoranda 
which support these statements (see Inclosure 1 a - n) * 

Thus, with a view toward clarifying my position with 
respect to. the specific matters raised in your paras 2-4, 

I feel it necessary reemphasize the following factual as- 
pects of the development of this project during the past 
three years and particularly the period since August I 948 : 



(a) 






All principal changes in the organizational structure 
and redirection of collecting activities of .the German 
organization have been discussed with and received the 
approval of the US Commander. 



From the time of the currency conversion to the 
present, it has been quite clear to me that we were • 
becoming' increasingly involved in a difficult f inan- ' 
cial situation which could well prove catastrophic to 
the project if the financial support were not increased* 
In the face of constant assurances from the appropriate 
.US officials, including specifically General HAH, that 
funds would be increased and cuts should not be made, 

I delayed taking the necessary, action to reduce the 
operation. 



SECRET 

SECRET/RELEASE 



TO GERi .. .NY ONLY 



243 



Secret 



Secret 

Rel GER 

94. ( Continued) 



^ SECR£ SECRET/RELEASE 
TO GERMANY ONLY 

(c) It is true to an extent that EEIs pins the verbally 
given opinions of the highest authorities on the US 
, side have exerted a strong influence on the line of 
development which- this project has taken. This was 
' necessary only because of the complete absence of a 
directive giving -collection priorities prior to the 
late autumn of 1948. The.. disparity between the sup- 
port and the EEIs and the resulting obvious need for 
clarification have, on numerous occasions, been 'cited 
in memoranda to the US. side. (See Inclosure 3 a - d). 

In the absence of such, direction; we attempted to in- 
terpret the EEIs and develop a collection program 
consistent with 

(1) Our broad mission of conducting intelligence 
operations against the USSE; 

(2) The highest priority for tactical collection as 
consistently stated by all US .officials; 

(j) The indicated intelligence needs of EUCOM and 
the Department of the Army as frequently ex- 
plained by recognized persons of authority from 
the Intelligence Divisions of the respective 
headquarters; and 

( 4 ) The financial and material support available. 

In this sense and from my viewpoint as the responsible 
head of the German organization, the phrase "unplanned 
and uncontrolled growth" presents an inaccurate pic- 
ture. I do not feel qualified or that it is approp- 
riate to comment definitively on the planning and 
control as applied to the US side of this operation. 

(d) Since' the summer of 1948,. there has been a continual 
t^t, in retrospect, inadequate reduction program in 
“ ' ;;"::;X.l: I>r0gre ? 8 * Occasionally at both the field and staff 

. * - ' " ‘level it has been necessary to employ new individuals 

to meet specialized current needs. These have hot, 
however, been sufficient in number to, in any measure. 

negate our reduction program. 
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(e) The lack of US participation in the .operational 
activities of this project has been the underlying 
cause of some of our most difficult problems* As 

■ early as 1946, I urged General SIBERT to ensure the 
assignment of qualified US intelligence officers with 
operational experience. The failure of the Army to 
solve this problem was . one of the main factors behind 
my written statement to General HALL on 5 February 
1949 that continuation of the project under EUCOM* 
direction was impossible (see Inclosure 2 a and b) * 

(f) The origin of EEIs with "various US agencies 1 * appears 
to be essentially a US matter since EEIs coming to us 
are normally identified only as coming from EUCOM. 
Some independent direction from USAEE has effected 
the PW interrogation project and the- signal monitor- 

. ing program. ' 



(g) A theoretical division of the monthly allocation of 
funds ($125,000) among the 3,000 individuals of the 
project would provide each individual with the sum of 
approximately $40 per month. Prom, this fund he would 
live and support his family, pay informants, border 
guards, informants and cut-outs not included in our 
organic group of 3,000 and defray part of his over- 
head expenses, including operational supplies and 
fuels and lubricants for his operational vehicle, if 
his particular duty necessitated the availability of 
a vehicle* Thus it is clearly evident that the or- 
ganization with its demonstrated productivity could 
only have achieved its goal by directly or indirectly 
capitalizing on the desperate economic' plight of the 
European peoples and the’ resulting black market. With 
the exception of the few expected cases of individual 
opportunism, however, increasing the intelligence pro- 
duction on the USSR has been the only motivation be- 
hind -this practice which, I am sure, has been ohara c— . 
,.teristic .of .all U5 and Western European IS activities 
. .... ,in:.T&rope , particularly Germany , during the postwar 
period* Thus, I do not consider valid the inference 
that the possibilities of .black market financing was ’ 
a decisive, factor in planning the scope of our acti- 
vities to" a greater degree than it has influenced the 
planning of any other Intelligence organization en- 
gaged in the agent- type operation during the same 
period. ^ 
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*Uo this organization, the fight against an expansion 
of Communism conducted with the means of an Intelli- 
gence Service and in cooperation with the United 
States is not merely a "job”, but a mission to be 
pursued with all the means within the framework of 
our possibilities at a spiritual level. Of course,, 
we have always tried to achieve a maximum of results 
with the allocated means. Taking into consideration 
that: 

(1) During the current fiscal year, an average of 

8 # 000 reports was received per month on the basis 
of an allocation of $125*000, i.e., slightly more 
. than 115 for each report inclusive all incidental 
expenses; or 

(2) With a total strength of approximately 5,000, 
an average of about $40, including all extras , 
is available per month for each member of the . 
organization; 

(-3) As a comparison, these funds amount to about V6 
of the sum spent monthly on the maintenance of 
the Bavarian Rural Police with the strength of 
7,000 men; 

( 4 ) In terms of dollars, this organization - accord- 
ing to my estimate - required an expenditure which 
amounts perhaps only to half of that needed for 
the upkeep of one US Army regiment* The expen- 
diture for such a regiment may bear fruit in a' 
later war, when this has been won. However, the 
costs required for the maintenance of an efficient 
Intelligence Service., bear a substantial profit 

■ already prior to such a, war, inasmuch as- such an 
r Intelligence Service may be a decisive factor in 
the efforts to prevent a war altogether or to 
postpone it until a moment when the European 
situation has been consolidate^ to .the 'advantage 
of the Western Powers* 

( 5 ) We have every reason to point out that our or- 
ganization is probably operating cheaper than 
any other Intelligence organization of a similar 
type ♦ 
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• I am quite in agreement with your feeling that there 
appears little to he gained at this time by attempting to' 
fix the relative responsibility for the failure to take - 
the necessary actions to have avoided the present crisis* 

In retrospect f- criticize myself primarily for not having 
taken decisive actions when the necessity for such actions 
was -clearly indicated and no positive action from the US 
side was forthcoming* This error in judgment on my part 
came from placing too much confidence on the words of high 
ranking US officers* Among these officers was General HALL 
who, as Gr-2 of.EUCOM, was fully responsible for the conduct 
of our .operations and who, late in 1948, promised in a 
rather concrete form additional $ 500,000 for the current 
fiscal year. Fully informed about the serious situation 
by the letter from 34 of 5 February 1949, he again avoided 
a decision on a reduction of our organization in a dis- 
cussion held late in February, by promising his help to 
overcome our plight* It must, therefore, be stated that . 
the steadily rising scepticism on our side was again and 
again disarmed by high ranking US officers, whose authority 
could hardly be doubted. This confidence was supported by 
the reflection on the German side that the considerable 
reduction of an organization like ours, which was constant- 
ly credited with the obtainment of 70$ of the information 
originating from the European Theater, could hardly be in 
the interest of the United States. 



II. The Present Situation 

The present situation is characterized by the dis- 
crepancy between the available funds and the intelligence 
requests listed in par 9 * 



In Detail: 

, ' To^par 7 v The sentence "The present level of support 
is $i25,000. and funds for these projects (operations out- 
side Germany) must come from this sum" constituted a clear 
decision in the sense of par 1 of our memorandum dated 17 
May 1949« -La accordance with, the facts mentioned in this 
paragraph, this decision would merely theoretically neces- 
sitate the following cuts in our budget submitted on 3 May 
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Overhead • reduced to about 49# 

Intelligence activities in « * . n »> 20 # 

• Sovzone Germany 

■ Operations outside of Germany' " " 11 42# 

Since this decision had not been submitted to us in 
such a clear-cut form prior to the discussions about re- 
duction held with the individual sub organization leaders, 
these discussions were conducted on an uncertain, if not 
wrong basis. Only the leaders of Sub organizations 120 and 
22, in submitting .their proposals for a reduction, have 
included the costs for operations outside Germany; into the 
allocated fixed sum* The corresponding proposals of. all 
other suborganization leaders were determined by the. ex- 
pectation that projects for operations outside Germany 
submitted by them would be forwarded for consideration 
and possible financing outside of the budgetted allocation 
of $125,000* 34 and 7 are now faced with the unpleasant 

situation either to hold renewed individual discussions 
with the suborganization leaders under these essentially 
changed conditions with a view to effect far more drastic 
reductions, or to take these decisions without any prior 
consultation with the leaders in the field due to the 
pressure of time* 



To par 3* Some entirely new viewpoints become dis- 
cernible, of which only that mentioned in par c ("Eliminate 
Sovzone Austria operations") offers the possibility to de- 
crease the operational expenses. However, this reduction 
is only slight, amounting to about $ 7 , 500 *. Moreover* 
par b admits some other minor savings (about $18,000;* 

Apart from that, the purport of this paragraph will 
have a decisive influence on the new* resolution mentioned 
as indispensable measure at the end of the comment on par 7* 
In reflecting upon the extent to which this has to be done, 
considerable discrepancy with the decisive sentence of 
par 7. becomes visible at once. This sentence may be quoted 
here again: "The present level of 'support is $125,000 and 

funds for these projects must come from this sum"* 

-1 The demands incorporated in par 9 a, d, e, f, i and 

th,e partial demand in par 9 b lead to the following rough • 
estimate of costs, based on an dollar exchange rate of 1:6: 
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.Total allocation according to the 
budget of 3 May 49 s. 




8150,000 






To be deducted therefrom for 

So.vzone Austria 
PW interrogation s 


87*500 

.2x202 








' * 


816,800 


8 16,800 
.. 8155,200 


8155,200 


b. 


Total allocation for Yugoslavia, 
Hungary , Bulgaria according to 
the budget of 3 May 49s 




8 56,550 






To be deducted therefrom for 

Yugoslavia (total) 
Hungary (50#) 
Bulgaria (50$) 


$1,400 

5,875 

11,700 










810,975 


8 18.975 
8 17,575 


8 17,575 


d. 


Costs for Signal Intelligence operation 
at its present level were included in 
the overhead expenses of the budget of 
3 May 49 • 4 They must be inserted 
separately with: 






8 6,000 


e. 


PW interrogation: 






8 9,500 


f. 


Total allocation for Rumania according 
to the budget of 3 May 49s 
Deductions are > impossible in view of 
the requested extension of lines in- 
to SW USSR, therefore: 




$ 11,750 


8 11,750 


i. 


For the maintenance of a well rounded 
intelligence organization, the retention 
of essential overhead personnel, i*e*, 
at least _2/3 of the present level,' is 
considered-necessary* Overhead expenses 
according to the budget of 3 May 49s 
Minus costs for Signal Intelligence: 




8105,000 
- 6,00'0" 










$ 99,000 






2/3 of this sum amount to: 


• 




8 66,000 

■ v ■ 



.Total: a + t + d + e + f + i $243*823 

i#e* approximately $244,000 
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When considering the substance of par 9 with regard 
to its flexibility* it appears that only par 9 a:- "All 
efforts will be made to -maintain the production level" 
offers a possibility to change the above calculation* 

Thus, the following picinire would present itself : 
b + d + e + f + 1 add up to a total of $110*625, i.e*, 
.‘approximately $111*000. This would leave only $14*000. 
for operations in the .Sovzone Germany* so that these 
operations could be maintained only at 10*5# of the 
present level. 

On the other hand * if the realization of the theore- 
tical consideration for a reduction of overhead personnel 
as contained in par 1 of our memorandum of 17 May 1949 
should be envisaged and combined with the considerations 
underlying the above estimate* this would result in the . 
following picture: 

b + d + e + f ‘ $44,625 

i instead of 2/3 only. Y2 $50,000 

#94,625 

i.e., approximately $95,000 



This would leave $ 30,000 for operations in the Sov- 
zone Germany, i.e., these operations could only be main- 
tained at 22,5# of the previous level. 

Only after performing these rather forcible calcula- 
tions, the full picture of par 1 of the memorandum of 
17 May 1949 becomes discernible, the item "long range 
tactical and strategical Intelligence" of this memorandum 
corresponding to items b+d + e+ fof the above repre- 
sentation. % . 

' It is hardly possible to prove Aore clearly the dis- 
crepancy between par 7 and par 9 of the memorandum' which 
is being commented upon here. The elimination of this 
discrepancy is a task insoluble for us. 

The above comment on par 7 and par 9 is based on a 
merely theoretically calculating foundation. In practice 
it must not be forgotten that the organization in its pre- 
sent structure has grown organically, and that a so far- 
reaching procentual reduction represents an unorganic in- 
tervention, terminating the’ vitality of all individual parts 
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I wish, to stress once more ikat in accordance with 
our political conception it seems imperative . that the pre- 
sent crisis, with which our organization is faced, he over- • 
come hy a common effort of the American and German elements* 
Therefore, the -following is considered necessary: 

(a) That all operations outside of Germany he put on a 

project basis 5 that a decision on the submitted pro- 
jects, Including PW interrogation* be reached 'within 
the shortest possible time; and that the granted sums 
be placed at our disposal without delay* This applies 
particularly to those projects which have already been 
■initiated and are hearing results. 

.(h) To reach a decision on the problem whether a so drastic 
reduction of our tactical intelligence activities in 
the Soviet Zone of Germany should' actually he effected 
in view of the desired preservation of a well rounded 
organization. If this should he answered in the ne- 
gative, the fixed allocation of $125,000 for overhead 
and tactical intelligence activities in the Sovzone 
Germany would have to he increased accordingly. 



I am completely aware of the fact that a drastic re- 
duction of the organization is unavoidable. It has al- 
ready been initiated. However, if things really are as 
stated in par 7 of your memorandum and if no speedy and 
positive decision should be taken on par (a) and (b) of 
my summarizing comment, this reduction will take such forms 
that we are really afraid it might lead to *a disintegration 
of this project from within. To be sincere, I must confess 
that the financial plight and the prevailing uncertainty 
as to the scope and character of its future missions may 
well have shaken the confidence of our co-workers in the ■ 

US -German leadership of this project to such a degree that - 
t hi s .may be the beginning of an unavoidable disintegration. 

Should it he found out in the course of the next weeks 
that, due to the initiated drastic reduction of personnel 
caused by a prolonged financial crisis, the confidence which 
is indispensable to the continuation of our work has been 
lost irreparably, the only way out would be to dissolve the 
organization and to rebuild it in a different shape* The 
same applies if the condition stipulated in par 7 of your 
memorandum - allocation of $125,000 for the solution of all 
our tasks - will be maintained. 
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3U a ' - h July 19U8 

HSHOUHDOM TO: _2J_ . 



• It could be gathered from many reports and discussions that practi cally 
all the LdA’s are quite Trorried at present about the question of funds for 
the July budget. The funds in m a rk which have be en .al lotted so far as an 
intermediate aid are not sufficient to carry on the work at the present 
scale, " especially for" the LdA 1 s, vho up to uott have only received' a relatively 
small amount in IMark. 

The funds in Dollar , already paid out for July up to the amount of the 
old Dollar allocations,' can only be used at- a very unfavorable rate of ex- 
change. As the fixed costs of the organizations cannot be reduced by a con- 
siderable margin, the prices having remained the same, there •will, really 
remain only small amounts for the actual purposes of the organization. 

It has, therefore, become necessary to fi nd as_ soon as .. possible . an 
intermediate financial sol ution for July and inforn at once the .organizations 
hereof, so that they have a* foundation to build up their work. 

As the development of the economic situation and the valuation of the 
nerr currency cannot yet be ascertained, 23 should put an amount at the dis- 
posal of 3U as soon as possible, enabling the latter to help the organization 
in overconing their financial difficulties in July. 



3k a 
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3k 

TO: 23 

SUBJECT: Justification of Budget 



8 August 1949 ^ 



The expenses for the organization have not gone down after the money 
conversion, the prices for vital goods having remained the same on an average, 
•On the other hand, the value of the Dollar in relation to the mark has gone 
down considerably, just as the price for cigarettes is now only a fraction 
to the farmer price. To give an example: Before the currency reform, the 

price of one carton of cigarettes was 300,~ RH, TTith this amount the fares 
for railway journeys of 10,000 lea could be covered. Today the carton of 
cigarettes will bring only 3?,- Hi, an amount which does not cover 600 km 
railway fare. This goes to illustrate th at. af t erjbhe _curr ency_refo 
t he same r e sults can be obtained mth.jthe_same .funds as. .before, the _ripney 
conversi on. 



The necessary funds are being estimated as follows, taking the conditions 
after the money reform into consideration: 
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11 September 1?U8 



Minutes of the First Meeting 



of the 7821 



Composite Group Budget Board* 



Hr, EERBAHL pointed out the facts which wo'uld result from the al i nt.Tnpnt. 
of only $125.000 per - month. T7e woul d hav e to cut the ta qticgl iQtgUj Z£JT- 
from 1/3 to 1/2 and the strategical 'intel li gence from 1 / 2 to 2 7l . The stra- 
tegical intelligence is in worse shape because the tactical intelligence can 
completely exchange their currency, while the strategical intelligence can 
only partly exchange theirs. The inevitable result will be a considerable 
decrease in the amount of reports received from the field. The number of 
reports received before the first reduction amounted to 8,000 reports, how 
we receive only 6,000. This shows a decrease of 2,000 reports. There will 
be another decrease in case more cuts are necessary due to a further reduction, 
of money (possibly to about $80,000). 

For the last, year, the organisation dissolved all the unproductive nets. 
At present we have only good nets. If we have to cut down we will lose valu- 
able personnel. The people concerned will then be -lost forever. 

Col. BERET asked for the proportions of how to cut the tactical or the 
strategical intelligence. Mr. H5RDAHL answe red tha t the decision of where t o 
cut is not up to the German orga ni zatio n. We should have a priority of EE I 1 s * 
from the American side . Col. BERRT promised to get this priority as fast as 
he can. Some time ago. Major STRONG had already promised to send a priority 
list, but nothing arrived so far. 

Capt. <p7KAEINGEN stated that Maj. STRONG and Col.' METER had assured him 
that we would possibly get a du bstantia^Tincrease very . soon*.,_ He suggested 
not to make cuts right now, but ~to wait ' for approximately two" months before 
taking such measures, if then. 

Three possibilities were discussed how to cut nets: 

To keep the net alive with small means, the net working only to' a small 
Extent; 

To cut the net off couple tely and to have other nets active; 

In case we can wait with the payment of our debts, we can. continue to 
keep all nets active, adding from the reserve and waiting until the final ‘ 
word comes from higher headquarters. 
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Col. BERHT agreed that we should wai t until this has been talked over 

with gucdfc 

Hr. HERDAHL emphasized that it would be a serious step to make more cuts 
and that, in case we are forced to do it, BUCOM and Washington should be i n- 
formed. He mentioned a 'few possibilities of "how to s a ve some money, but these 
are in no comparison to the total amounts of the discussion. 
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13 September 19U 8 

imVRMtm TO: Col* SCHOW 

THRU : Lt. Col. BERET 




Already before the introduction of the currency reform, the financial 
means available to this project were too limited in relation to the required 
information and the extensive activities of this project. That it has been 
possible, on the whole, to furnish the required information in spite of the 
above disproportion is certainly due to the fact that almost all co-workers 
of this project have been motivated by idealistic considerations, ■which has 
made our project by far the most inexpensive intelligence service of the 
world. 

The appropriation of $125,000 per month after the introduction of the 
currency reform, in its actual effect, represents a considerable reduction 
of . a budget which itself had not been adequate. 

This reduction has led to a temporary suspension of the planning in the 
field of strategic intelligence activities, -which had been necessitated by 
the received intelligence requests. Furthermore, due to the shortage of means, 
also the tactical IS activities had, for the time being, to be reduced by 
30 - 5o£. After a consolidation period of about one year, during which all. 
but first-class connections had been dropped, the above limitation of our 
tactical IS activities is on the point of affecting the substance of our most 
reliable connections. In this connection, it must be- pointed out that a 
severed reliable connection cannot be resumed at will. " 

I feel obliged emphatically to point out this fact and the certain de- 
cline in the number and quality of the information which it will be possible" 
to obtain. 

But there is still another factor which has an unfavorable effect on the 
activities of this project. 

prior to the beginning of the new fiscal year, the German chief 'of this 
project submitted to the CO a proposal for a budget, which was adjusted to 
the received intelligence requests. Thereupon, prospects were held out to 
me according to which I could expect an increase of our financial means* But 
instead of this, I was informed oh H September 19U8 that, effective immediate- 
ly, this project had to reckon with an even smaller sum than $125*000 per 
month. This reduction was explained by the fact that henceforth the rations, 

PX articles, POL books - contrary to the former usage - would have to be in- 
cluded in the $125,000 allocation and that, furthermore, additional payments 
will have to be made to cover a debt of about $13Q,000. This constitutes 
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such a considerable reduction of our financial means, which have been in- 
adequate before, that the immediate reduction of about one third of the 
activities of this project must be decreed* 

If there are imperative reasons for such a reduction of our financial 
means, it is not up to me to argue about it. 

Valuable results may be secured with a considerably reduced project o n 
condition of a corresponding limitation of the requested int e lli gence, it is 
true , Howrer. it' fs absolutely necessary that we should be informed, at 
least" 6 months in advance, what financial means -grill be availab le to this ■ 
project . Only such an information would guarantee: 

(a) Accurate financial planning by subordinated organization leaders; 

(b) A prior and timely planning of the activities of this project; 

.(c) The elimination of human hardships and security threats to the operation, 
A discharge without any previous notice requires a cooling-off period of 
about three months for the effected individuals, and causes additional 
non-productive costs to the operation during this period* 

X should appreciate *iery much if I were informed, in due course, about 
the financial means which this project can 'definitely expect for this fiscal 
year. 

In submitting this memorandum, I believe to serve simultaneously the 
interests of the designated Commanding Officer of this project. 
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v 29 September 191;8 

A 

MEMORANDUM TO : 23 




A statement of expenses for September 19U8 shows that the amount of 
$L2f>,000 has already been exceeded without taking the expenses for QM items 
and other supply into consideration* With a heavy heart the leader of the 
organization had to make -the decision to dissolve, the reserve fund created 
for the emergency case and to take the balance from this fund in order to 
still' prevent for this month touching upon the very substance of. most re- 
liable and excellent connections. 

As is to be seen from the statement of expenses for individual projects, 
attached to the. budget estimate, there was only a fraction of the actually 
• required funds at the disposal of the organization to comply with the various 
requests. If the organization was, nevertheless, successful in complying with 
most of the requests, this was done with the aid of various financial trans- 
actions and making use of the personal credit of many members of the organiza- 
tion. In this manner th e or ganizati on succe eded in manoeuvrin g itself over 
the J ir $ t three months of the n ew budget yea r, Rut the methods hinted at are 
undesirable ones and c an not be u sed per manently* Also the money lent has to 
be paid back at one time or another. 

' The budget estim ate submitted by the organization before the ^ginning 
of the~fiscal year hacT been made' 'm ac c or danc e with the" requests for 

inf ormation received " by "t he organ ization, In order to dire ct tkejypidc of the 
organization properly and^ give t he orders for" in telligence wor k accor ding to 
plans r~it is absolutely necessary to know defi n itely which financ i al allowan ce 
the organization will be able to count on finally for the current b u dget yea r." 

ghouls it~ not be possible to ali o t the funds necessary to fulfill the 
tasks set to the organization, then the question arises which steps will haye_ 
to be taken to bring the tasks of the organization into accord with its funds . 
For one thing a priority for Ihe individual- information requests co u ld b e . 

fixed, whereby all those requests should be cancelled for which there wou ld 

— ** not be enough mone y . The requests from the American side which could not~vet 

be started due to~the lack of money would have to be finally dyopped^ They 
represent mainly those requests for strategic intelligence going into the 
interior of Russia and into the bafck parts of Poland and Czechoslovakia. The 
decisive importance of just those requests, especially for .target information, 
is not underestimated. Rut the expenses for strategical intelligence work 
. are so excessively high - for instance, one single commitment to Rumania costs 
at least §1,000 f that this work could only be done by dropping an important 
part of the present information work. It is for this reason that up to now- 
the request to- build up an agent radio net and long range direction -finding:: 
could not be complied with. 
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As all connections which were not * first-class ones have already been 
dropped during the course of the fiscal year 1947/48, savings can only be 
made by touching on the substance of excellent connections. It may be pointed 
out too. that these connections cannot be picked up again ad lib. The capital 
invested in these, connections 'is, therefore, definitely lost. It should also 
not be overlooked that even a sudden dropping needs at least three m ont hs ti me 
as a cooli ng-off period for the respective parts and in consequence -.causes 
fa rther expenses for this period. 



The present work could be cut down in this respect that all expensive 
requests are being dropped, e.g., especially the largest part of the stra- 
tegical intelligence. But one could also make less exact the. picture of the 
situation for the areas near the border (Soviet Zone, Satellite States), which 
at present is composed like mosaic work of innumerable . individual reports, 
by procuring only a few individual reports and then drawing conclusions for 
the whole situation from these few reports. That thereby the present exacting 
methods of work would be dropped and that the results of the work would partly 
be left to chance, one would have to take knowingly into the bargain. Cer- 
tainly the expenses could thereby be reduced considerably, as one commitment 
into the Soviet Zone after the money conversion is costing nevertheless almost 
3,000 marks. 



,i In summarizing from the proceeding pages one can state that a decision 

■ I regardi n g the followin g points wi ll b e necessary ; 

; j (1) To fix definitely the funds at disposal for the fiscal year 1948/49 as 
jj soon as possible. 

• j 

: j (2) To give a priority list to the American requests. 

l! (3) To give a decision regarding a possible touching of the substance and 
ii the dropping of most valuable connections. . 



jj (b) To fix the budget for 1949/50 until January 1949 at the latest, so that 
a timely planning at long sight is made possible at all. 
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3h a 8 October I9l;8 



Note 



Regarding Discussion 3ha with Lt#Col* BERRY on 8 October 19L8* 



(1 ) Col# BERRY firstly confirms that on the eveni ng of ? October General HAL L 

said to 3La: Do net ‘ reduce under any circumstances# Keen the orgap 

tion in its present state' of efficiency. so that it can go on fuifYrHn g 
its -present tasks# I cannot make any prom i ses but X am convinced that 
you 'will get consider ably larger, fund s# This is 'the impression X ha ve 
broughE~aiong from the Sta tes. 

( 2 ) Col# BEERY stated that General LEMAX had sent Trord throu gh Capt. HUTC HINS 
that h e n o t ~at~ aXL agre e dTto any reduction in opr activities nor t o the 
pro posed prio rities# Nith those latter the strategical demands of the~ 

Air Face would be dealt with insufficiently# L5 VAX wuld do every thing 
in. his, j>OTTer jbo. _cr e.ate the possibilities that h is in formation demands 
would also be c omplied .with . He would get in touch w ith Ge neral CLAX 
and would also get busy along those lines Then going to the states now. 

In summarizing, Col* BSRRI_said : ' "Therefore no -redu ction:” If neces sary, 
take money f rom the reserve hinds ' He ’would _ do_eyer^hing he could_ to fill 
up the reserve funds again# 
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1015> hours: This information : handed on to Mr, HORN and Mr- TTO IXMAN N# Both 

agree that Mr. SC HACK shoufci also be inf armed. 



*) Deputy CO 
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31 December 19U8 



izmmiwm to: 23 

SUBJECT 1 Budget 



6. According to the kind of work, each organizational decision ’has its 
effect not before three months* Therefo re * it has to be deci ded i mmediately 
whether gOg of the organization in the fiel d must be cut off ," This would 
mean that - this reduction of the organization would become effective on about 
1 April 19U?> so that it would be possible to balance the budget from 1 April 
19h9 s not before that date* This decision w ill highly influence 'the effici ency 
of the^rganxzafion 1'or a^ Tong time* Therefore, I propos e to -take up this de- 
cision with higher h ea dqua rters* "Tt**inus't“be" stressed that" dropped parts of *' 
the organization cannot be reactivated and that several months would be 're- 
quired to rebuild the organization to its present size and efficiency. 
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Excerpt Copy* 

3U a 6 January 19U9 

\ • Note 

Regarding the Conference 23 - jjj. - 3Ua and later on 75 on 3 Jan Iff 
at 1630 Hours, 



SUBJECT: Financial Matters 



3U points out that in this case orders for reduction cf activities should 
be given at once* 

23 decides then that this should not be done at the moment and that a 
final deed sion should be postponed until he returns from his journey at the 
end of January, Up to that time it should also be known -what the result of 
General HALL’S trip to the States had been, e,g., if we could expect more 
i money, 

23 believes that he could take the responsibility to postpone the decision, 
especially as he felt certain that we would actually get more money. 
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3li a 



Note 



12 January 19U9 



Regarding the Conference 23 - 3Ua - Major LEFFSRS, - Capt*' TTALDMAN 
on 7 January 19kff at 2000 H6urs. 



23 points out that the organization has saved in any case payment for 
QU .items for January, that now only payment for $1 items for February -would 
become due and that then a reduction of activities would become necessary in 
any case unless the allotted funds would be raised* 

3Ua emphasizes that any reduction of activities would become effective 
only three months after beginning so that meanwhile we would get into finan- 
cial difficulties* 

23 then states that he had planned, in case expected additional funds 
v/ould fail to arrive, to stop the total activity for the Air Force, the ex- 
penses of which are estimated to amount to about 25 % of the total expenses 
of the organization* should he talk at the right moment of such a step this 
would have such an effect that the Air Force would be forced to give aid ’at 
once. The present aid given by the Air Force consisted only of 7,000 gallons 
of fuel -. about $81i* 

It is agreed that there is' nothing els e to do a t pr e sent but to ke ep 
steady nerves though" the present . situation i s an un pleasa nt o ne, especially 
for 23 who after all is finally responsible - 
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Bear Colonel Philp, 



tbe great anxiety X feel toward the con ttnaa tlon of 
oar work wake* we writ* these line* to woo. She greet 
confidence wo all have la you, who has seen cc mooted 
with thla work <Me Its mjr beg innin g, encourages we- 
to use free and open words La to icing thla uneasiness. 



iron tbs bsgianlag, X resolved to try wy very heat 
to win the aoat ga*H fled Canaan capacities for unre- 
■erred cooperation with the U3A* In doing so, I was 
nottrated by the following eonvlotlenss 

(1) 1 show-down between East and test Is unavoidable 
In the long run. 

(2) Every Osman Is under the obligation of contributing 
his share, so that Germany Is In a position to ful- 
fill the missions incumbent on bar for the comm 
defense of Western Christian Civilisation on the 
side of the Western Powers* 



(?) Cor this reason, everything should be done to 

stren g then the leading power of this constellation, 
i«e«, the USA, as far as this was compatible with 
our national eonaolasee and our personal honor* 

(4) the epoch of the conventional national states has 
baen superseded ter greater conceptions, such as ths 
Union of Western European States and the ecmaity 
of the Western oriented notions. This developaent 
does not exclude the conser v a tion of our national 
characteristics within the framework of a lost Ocr- 
aan federate state. 



(5) the above mentioned developaent will necessarily 
wake ths USA -toe best ard cost objective friend of 
Ge n a ay rt| srdlng a reasonable political and economic 

I thought It advisable to station then again in order to 
strata aqr attitude with regard to our wefiu 
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la the (ton* of this work, I bed the privilege of 
mHbj the acquaintance, both la the TO! end here* of 
•alacat representatives of your country* X cherich the 
outiit gratitude to than all for the rnngn a nl stms under- 
s tanding * which they berm shewn a* in the course of cor 
eons tractive i«riu 

Slaeo «e hero tlviyi tried to make the boot of tbo 
existing pommiblllU««i leading TO cirols* osy not have 
fall; romlisod tbm axtrsordlanry difficult!*** ebioh wo 
have bed to f«o« in carrying oat oar arttvitie** It i o 
only in this way that 1 cma Interpret tbo lock of sappert 
wbloh repeatedly endangered tbo continuation of oar wort* 
elthooghlt should sot bate boon o© dlffieolt to grant os 
tbio support* bay Z aantlon tbo following exanplasi 

(1) Abo at aid-Angwt 1546, Seneral SIESH2 preedsed to 

aaoign an adequate naa bar of TO officer* experienced 
in IS natter* to tbi* projeot.- How e ver y oatil Aagoet 
1547, only one oaob of fleer, l*e«, dspt* WU®!*, was 
available to the Conaanding Officer* Only after tills 
tine, eoae officer* have been successively assigned* 

Of these, in ay opinion* fitior BAJBI and It* JGSsS- 
X.XHSEH wart entirely unqualified in the IS field* 

Capt* SWSAKIBOEK la unqualified and Hejor ISTTESS 
baa only Halted qualificatione for the work done 
by tbea-bere* It need not be perUcolarly mentioned 
that it* aicniacsos, doe to bie previous aesignnent 
aa Public Safety Officer, baa speedily fealliarlatd 
binoelf with bie aork, and that bajer tAUZS, because - 
ef bis experiences in OSS, is a very groat help to aa* 

In saying this. I my be coantered to the effect 
that I m in no position to judge tbo TO officers as- 
signed to this pro Jest. However, I tract, yon will 
grant at such a privilege with regard to the 26-year 
period ef ay military service si* the aa ay years of 
experience Z have had in the special IS field* the 
employment ef well qualified TO offleaxw, expcrlcnscd 
in the field ef IB natters, is ef declaim practical 
and peyobologlcal inycrtimce to as* She atilisatlon 
of amraslifi^ ottietpa, on the other band, eanaot bat 
Issdto an undermining of eosfldeaoo of the fieswa o»~ 

sggg.gayra sr* 4 
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'that the mlgMBit © f ouch od ofllstni 

«ho have a fair conomad of the Geraaa language? Is 
cf the greatest importance for our entire work. 
Irmbodj who lc sufficiently fas&liar with the 
functioning of ea 13 knew* that personal contact 
and oonfUenoe aeane everything la this field* and 
ttat for this reason* it Is not feasible regularly 
to change affinors employed in it lust as one changes 
one's shirt* therefore, the intended transfer of 
Cant, mm til* Major Uu2S&* and possibly It* HICK- 
iBBfOS* the only experienced offloere of this unit* 
would, hare Tory detrimental effeete on the efficiency 
of this orgaaisatioa and would load to the oonelnsion 
that the superior headquarters are net sufficiently 
fsailiex with the particular preblsss of our work. 

Hr way of canolas ion I must* therefore* state that 
also in this point we bare not been given the re- 
quired support* although this would have been, possible • 



(2) During the period that Col* LX3E2L was 00 of this 
project* the situation prevailing here becaas un- 
tenable* The e election of such an officer* who ob- 
viously lacked every understanding of IS matters* has 
■ adversely effected the Ascriean authority within our 
entire organisation* Shis was partially compensated 
only by the foot that our organization had previously 
been given the chance of waking the acquaintance of 
oen like Hr. Sea BOSSIES, who* on behalf of Oik* 
visited the various Held agencies of this organisa- 
tion fox several weeks and who* through his ex tr a - 
ordinary experiences in the IS field* left a penta- 
ne nt impression. Also in the ease of Col* LZSBXL* wo 
sueoeeded only after at any months in bringing about a 
declaim with regard to a change of the CO* ill -the 
aeoomanylag ctoa aat anoes were eery regrettable, 
tbs fast that It. EESELXBQEE got off with a small 
fine for-hi s cnb ossl— cat of funds* in order to pro- 
tect Col* UZBSL* wfaoeo nost diversified activities 
did net remain unknown to tbit organisation* has not 
en ha nced the confidence in the American sense of 
Justleo* which has also suffered from the way in which 
warloua political trials were conducted. Sightly or 
»mr«ntly intended transfer of the west 
OTsUHLodW officers, such as Cast, VAXSHAJ* Kajor 
fALOa, and possibly_it. ElCHiEDSCs is viewed in oon- 
neetton with the Llbsi affair* ^wweo in con- 
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On thia occasion, I would Ilka to toll you 
quits openly that ay own confidence In tho fa tars 
of our cosson eauas sue oo gravely ahaltsn by all 
thaao events, that Z would not haws continued in 
this position if you, with whoa wo haws boon ac- 
quainted sines the period immediately aftor tbs war 
and fro a ths wary beginning of our work, bad not 
become tbs 00 of thia unit* 



(3) She conduet of -13 activities la a aattar of lena- 
rang* planning, this inoludss long-range pla nning 
also in tha field of fiaanoss* Z so completely 
aware that such financial planning, due to OS budget 
problems, has its epsoial difficulties* In. spits of 
all our urging, which was dons on vwrioua occasions 
in dua course and which la on raeord, wa haws not 
sat with tbs possible support in this field. For 
instance, a conaidsruhls tl «* p»«<ar» to ths intro - 
auction of~ ths cur rency refo r m. we drew attention t o 
the difficultislT to b e expecte d for our work , sad 
ac traiTly go t'ihto a grave plight immediately after 
this currency reform. If even ths Treneh. and British 
IS, which are supported by countries of less finan- 
cial naans, succeeded in making ths new c ur re n cy 
available at the lowest levels on the very day tha 
currency reform went into effect, it la difficult to 
understand why each a settlement should not have 
been possible to the US IS. 



the currency reform has resulted In an overall 
picture of the financial situation of this organisa- 
tion, which requires an Immediate decision eithe r 
*>aa gat this orgmis a& p p . a nd _•»»., aaiivl- 
tiss conducted by it or toallocate tbs ne^na r^. 

continuation of^tMe work inltsp we. 

Z have eutmitted the required records 
in *y Memorandum dated 31 lea ember 1946* Zn the two 
eonfe rro a ea, whieh were also attended by eoiiryiitfiL 
**n frda lashing ton, wa were told that our aotiwltlXn 

proportional increase of the sums to b» »n«**»* *- 

40iivlttfi of thin Oygml HtlftH his bHA CA 

b» X 4ie B tsSfL i 2v t S* r endered by^TOOll 

by tha transfer of a smaller amount of money, the 
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Mrled until the end of January eould be bridged* 
Bow* the tia« tans some tor a decision, the foot 
b«iM stressed that all aeaenres to be takaa for 
a reduction of our organisation require a wind -up 
period of about 3 aontba* 



(4) In order to furnioh an additional slnor example of 
the offoot of a decision, which wo hart difficulty 
to understand, Z would like to point out that Xro* 
ikUneLB't unexpected louring this organisation la 
tho next dayo would load to a considerable reduction 
of tho oaount of r o p e r te handled by no, sines no 
qualified roplaooaont is available and no of floor 
ean bo aado available for her fexatr aissiono with** 
out dotrlaent to. other important tasks. Moreover, 
tho editing job require* a prolonged period of fan* 
iliarlslon. Otherwise, look of ezporioneo at to the 
way of oeoperatiea with the traaolation ooetion will 
load to a groat naabor of nio takaa , which it will 
take oeao ttao to eliminate* 



In writing thoee lines, Z have selected only a few 
points to characterise our situation* I would like to 
stress once sere that ay belief in full US-Gexuan coopera- 
tion end tho best* fairness of the US agencies -with control 
of our work, remains unshaken in every respect. i« 

largely due to the personal eoataet with a number of 
eminent officers who are outstanding in their respective 
fields, such as individual -xeuresentetiTvs of -tho *ar Be— 
partmemti Seneail Bill, Col* SOBOV, and lt*Ool* XHBSCHttKLD 
in Suxopoi and last bat not least, yea yourself* On tho 
other hand, Z aust confess that such confidence dots not 
exist regarding the efficiency and competence of those 
parts of the US ZB with which wo have to per for m our work* 



■* w *am 



Sinew I am rsspenslble not only to tbs us as 
efficiency and loyalty of this organisation, but am simul- 
taneously charged with the responsibility, vls-a-vlo the 
tntlrs circle of the Gorman so. -wo r kers, for tho continuity 
of our work sad their personal security, I fool obliged 
to submit to you* in a few days, some amendments of the 
Organisational Directive fbrthe 7821 Ooaposlts Group, 
dated 17 October 1J4S, and of tho varloas pertinent supple- 

S&’pJifA'SS 1 ^ 
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I aa perfeetly snare that certain difficulties are 
lataereat to the particular nature of our wort. For this 
reason* it tees* to m« all the noire necessary that all 
reasonable US help for eliminating tbs avoidable diffi- 
i oultlas should be granted to us by tbs oospetent US 
I; agencies* Should It not be possible to grant such 
! assistance* the continuation of our work would lose Its 
i i neeeesarr basis and Z would feel obliged to propose tha 
j dissolution of tha entire organisation* It goes without 
i saying that In sush a ease* I would take all sisasu res to 
I- effeot the dlsaelutlen In the seat loyal Manner* which - 
i : would In no way affect the political Interests of the US. 
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2 February 1 9h9 



. Copy of a Konorandum Forwarded to col* PHJXP 
'on 3 February 1949 



I. 



n. 



For months 1 am asking n cm for clearness concerning the financial means, 
which are available for the operation in the future, I stressed that it is 
not the point to -have more money. The point is to have clearness* Sven if 
we do not get more money, I am satisfied; but then I have to cut dowr? the 
( organization for about since the dollar dropped about 1x0% in value, as 
i I forecasted. Every time I was told not to cut down, because our funds 
i would be increased, . 



:j Since summer 1946 I was asking for the support by -a sufficient number 
i! of American officers with the necessary background and experience. Up to 
: ] now, this request^was never fulfilled, not even in the utmost limits required 
i f or our work. In the contrary, the few experienced officers we have are be- 
; ing transferred - a fact nobody here or in the field will understand. 



HI. • \ I cone to the conclusion that I cannot take the responsibility for- the . 
.’operation neither toward the American nor the German side, unless measures 
■ ■ are taken immediately to fulfill these requirements mentioned above. If not, 

: ; I have to resign from my position. I know that the leading personnel in the 
! ; operational headquarters as well as in the field will not be willing to con- 
| ; tinue their work in such a case. Therefore, I will present a plan for dis- 
|j solving the organization over a period of several months. I assured General 
1 1 SI BERT of our loyalty. Therefore, the dissolution will be carried out in 
| j such a way that the American political interests will not be hurt. 

Our political conception regarding the cooperation with the United States 
j did not change. Therefore, I regret very much that I have to make this deci- ' 
j sion. Anybody who was in charge of large intelligence operations must agree 
j that under these conditions which we are experiencing, it is impossible to 
j work. If these conditions will not be changed, I am not willing to lose my 
’• reputation by working without the necessary support and the fundamental 
-backing. 
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$ February 1949 

ITElaORAlTDUH TO: col* -PHILP 



Measures to Be Taken to Cut Dorm the Organization 
Due to the Financial Situation 



H. Conclusion: 

, An immediate decision wilj have to he made to cut down rigorously the 

j organization. The following measures are intended and already initiated j 

j (1) To cut down the total of the members of the organization from lx, 000 

i to 3,300. The decrease will be carried out in each sub -organization 

j| proportionally. 

l! (2) To stop all activities which need money beyond the normal routine work 
: ; such as : 

(a) Operations to fulfill newly received or special briefs. 

j; (b) Establishing of special courier lines to speed up the flew of 

• | incoming reports. 

f§ (c) Training and establishing of radio agents. 

j; (3) To dissolve three sub-organizations. The most efficient parts of them 
1 1 should be taken over by other organizations. The way of carrying out 

• ! this step has to be studied in detail before going into effect. 




SECRET/RELEA 
TO GERMANY ONLY 



SECRET 



271 



Secret 



Secret 

Rei GER 

94. ( Continued ) 



' SECRET 

SECRET/RELEASE 
TO GERMANY ONIfeia 






N / 



( 



Inclosure 1 n 



5 February ish9 



Dear General Hall :. 



Anybody who is experienced in our operational Intelligence work knows 
that planning isr a Very essential part of the operation. Planning is based 
on the requirements and also on the funds given to the operation. It was 
absolutely impossible for me to obtain from the American side a definite 
statement concerning the funds allotted to this operation in time, i.e., 

3-6 months ahead. Repeatedly, I pointed out in memorandums and discus- 
sions that the operation cannot continue on its present scale, if the funds 
were not increased* I also clearly stated that, if the funds are not increased 

• and we have to continue to work with the amount we receive at present, we can 
; do sc, but would have to reduce the overall organization. However, I was 

• told again and again not to cut down the operation because additional funds 
' would be made available. 



As far as I am concerned, I am convinced that a direction and control of 
this organization by Intelligence Division, ZUCCLi, is absolutely impossible. 
With the exception of a very small number of officers from the Intelligence 
Division, EUCCH, I am convinced that the majority of the officers also at 
that headquarters have no operational Intelligence background and, therefore, 
are in no position to take decisions concerning the activities of our opera- 
tion. Therefore, I propose that an immediate change be made’ in the subordina- 
tion of this organization. I propose that this organization be placed direct- 
ly under a headquarters dealing with our land of undercover operations* A 
solution should be found, which assures the fulfillment of the requirements 
of EUCCM* case you are of the opinion that such a change is impossible, . 

I would appreciate that you would inform me, because then I am forced to 
execute the dissolution of our organization according to the proposals for- 
warded* 

I am very sorry that the development took such a turn, but I am also 
convinced that I cannot take the responsibility for the future work to be 
continued under , the prevailing conditions* It is impossible to concentrate 
on the planning and execution of our mission while facing continuously the 
obstacles artificially created by lack of understanding* 

Under no circumstances would I wish to create a wrong impression of my 
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Excerpt copy of a Memorandum to General WALSH , 
dated, 9 June 19L8 



Daring the last months, I hare repeatedly requested that an Operations 
Section should be formed under the manag ement of the officer who has done all 
this work for 18 months, and that Col. LIEfabL should arrange his work accord- 
ing to the same principle as I do it myself: Re should reserve for himself 

the decisions on fundamental questions but, otherwise, leave a free hand to 
*his officers. However, Col. LTEBSL did not decide to bring about arty altera- 
tion until he realized my determination to appeal to the next higher head- 
quarters in case nothing would be changed. Instead of making the two offi- 
cers the nucleus of this Operations Section, who have a first-class knowledge 
of the total organization, its working methods and its mentality, and who 
have the complete confidence of all field installations , it is planned to 
get a number of new officers and to assign a new Lt. Colonel as the Chief of 
this Operations Section, who is not acquainted with us and our working methods. 
During conversations with me. Col. LISBSL emphasized that he wanted combat 
Officers only and not officers from the Intelligence branch. Exactly the 
contrary is necessary. The two officers who so far were brought here by Col. 
LXSBEL, Major. BAIRD and Lt. KESTLINGER, are nice fellows but quite unsuited 
for their jobs. I request you, general, to take into consideration that I 
have succeeded in securing for you the best German staff available for our 
work. If the .American side has not likewise assigned only the best of the 
available American staff, it is a psychological -disadvantage and detrimental 
to the American cause. 
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Excerpt Copy of a Memorandum to funeral KflT.T. 





It is very obvious that this operation needed more experienced US Intel- 
ligence officer s* However,, with the exception of the new Commanding Officer, 
Col. FHILP, whom we know for several years, and Major WAITER , Capt. WALtKAN, 
Capt. RICHARDSON, and Capt. REDDER, no Intelligence personnel with experience 
in agent operations or special background was assigned to this operation. We 
received a number of officers who are absolutely unfit to work with an Intel- 
ligence operation of our kind. They do not possess any Intelligence experience, 
.have no knowledge of the native language or of German mentality, and also part- 
ly do not have the right attitude toward the organization. Not only that they 
are not able to give the necessary support .to the operation because of lack of 
knowledge, they are partly also hurting the operation by starting mutual dis- 
trust and lack of confidence. 

As you already know, we are just about to lose two of operational ex- 
perienced officers, and I also will never understand why, for instance, Capt. 
T7 ALESIAN was transferred without first sending a replacement who could have 
been briefed and oriented by him prior to his departure. I cannot believe 
that Intelligence Division, EUCCM, was not able to do that. It proves to me 
the complete lack of understanding of our requirements, particularly in the 
personnel policy, and at the same time, I can assure you that at the present 
situation, we are not capable to work vrithout experienced American Intelligence 
officers. Therefore, I am requesting a definite change in the US personnel 
policy as far as our project is concerned. 
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Inclosure 3 a 



of a Verbal Note Read to 



on 19 May 191+6 



on the Occasion of his Visit 



Tour special attention, general, is invited to the 'problem of funds# 

The amount of the required funds depends on the orders given to us# There- 
fore, I ordered the calculation of the costs for each separate brief# 

I do not know the amount of the funds which can be made available to 
our organization# It might be necessary to decrease the means by eliminating 
some of the briefs. 
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Inclosure 3 b 



. 11 September 1918 



Minutes of the First Meeting 
of the 7821 Composite Group Budget Board* 



Col. BERRY asked for the proportions of how to cut the tactical or the ' 
strategical intelligence. Kr. KERDAHL answered that the decision of where 
to cut is not up to the German organization. We should have a priority of 
EEI’s from the American side. Col. BERRY promised to get this priority as 
fast as he can. Some time ago. Major STRONG had already promised to send a 
; priority list, but nothing arrived so far. 

) Capt. SWEARINGEN stated that Major STRONG and Col. MEIER had assured 

j him that we would possibly get a substantial increase very soon. He suggested 
j not to make cuts right now, but to wait for approximately two months before 
: taking any such measures, if then. 



(see also Inclosure 1 c) 
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29 September 1948 

mUO HAHEUJU TO : 23 - 



The budget estimate submitted by the organization before . the beginning 
of the fiscal year 19W3/h9 had been made in accordance with the requests for 
information received by the organisation, in order to direct the work of 
the organization properly and give the orders for intelligence work according 
to plans, it is absolutely necessary to know definitely which financial 
allowance the organization will be able to count on finally for the current 
fiscal year. ; 

Should it not be possible to allot the funds necessary £o fulfill the 
tasks set to the organization, then the question arises which steps will have 
to be taken to bring the tasks of the organization into accord with its funds* 
For one thing a priority for the individual information requests could be , 
fixed, whereby all those requests should be cancelled for which there would 
not be enough money, ifce requests from the American side which could not yet 
be started due to the lack of money would have to be finally dropped. 



(see also Inclosure 1 e) 
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Inclosure 3 d[ 



Sxcerpt from letter to General HAH of 



As -already stressed before, 1 my repeatedly submitted request that j be 
informed 3-6 months in advance concerning the amount of available 
funds has not been complied with. Furthermore, there is an increasing 
discrepancy between the SET’s forwarded by the superior US authorities 
and the funds actually placed at the disposal of this project. 
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Mission of [Gehlen Organization],” 21 September 1949 



n T ft R f T 

_ ■; u :1 i jj". | 

O 2 ii I 

SECRET/RELEASE 
TO GERMANY ONLY 



/W&+A -<Sot 7 



21 September 1949 



Chief 9 Foreign Branch K - 

Chief of Station, Karlsruhe 

' Operational 

Basic Considerations ii^eviewing the. 
Concept and Mission o fjQHfc ££. tf 



1, Attached is a policy guidance letter from* 
§ to Dr. Schneider, dated 20 September 1949- 



e f<J 



2- An effort was made in this 'letter to’ consolidate Wash- 
ington policy guidance received during the past three months 
on operational matters* 

3. Normally, matters of policy received from Washington 

are taken up verbally with Schneider in our almost daily .conversa- 
tions* However, in m7 relationship with him during the .past ten 
months,- 1 have learned that the impact of matters presented to 
him officially and in writing is considerably greater than of 
those transmitted only in conversation. 

4. From my point of view, this type of letter, addressed to 
Dr. Schneider and forwarded to Washington, is extremely valuable 
in that it forces an attempt to arrive at an objective position 
reflecting both policy guidance from Washington and the familiari- 
ties and pressures attributable to our intimate relationship with 
the^Geirnan organization. 



Di*t: 

- FBM w/enel 

1 - COS w/encl 

2 - File 
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MEMORANDUM TOi Dr, Schneider 



20 September 1949 



SUBJECT: Basic Considerations in Beviewing the Concept 

and Mission of this Project. 



1. After careful consideration I decided to attempt to 
sift out of the Washington correspondence of the past few months 
significant views on the basic concept and mission of this project 
and present them to you, separately from the matters discussed 
in my 20 September Memorandum "Coordination and Control of nego- 
tiations with German Political and Economic Circles and Bepre- 
sentatives of Western European Intelligence Services", 

2« When, in the spring of 1949, my organization made the 
decision to assume responsibility for this project, I immediately 
posed numerous policy questions requiring answers of a categorical 
and rather far-reaching nature. Answers to these questions were 
consolidated into a statement of the mission of the project and 
transmitted to you in my letter of 15 June 1949- this letter 
and your subsequent reply of 22 June 1949 raised numerous prob- 
lems confronting us at that time. Most of these problems have 
been solved or are now approaching a solution. The' problem which 
you posed regarding the considerable discrepancy between the 
mission of the organization and the support allotted was resolved 
by an agreed plan (attached as Annex A), which currently forma 
the basis fbr financial and organization planning for the remainder 
of the calendar year. It was agreed that the budget for this plan 
could be met from our promised or accumulated -resources but that 
no reserve would be available. Since that time we have agreed 
that funds accruing from sources not considered in our original 
planning would revert to a reserve fund to be spent for purposes 
to be specifically agreed to by both of us. This fund is currently 
accruing at the rate of 46 *000) monthly, from savings made through 
the gratuitous issue by Military Government of certain operational 
supplies, the payment of which was provided for in our planning* 
Elimination of the necessity for supporting the project through 
extensive black marketing has greatly improved the security of the 
project as well as the moral atmosphere' in which we work, 

.3, In accepting the plan attached, Washington agreed that 
all operations outside of Germany would be financed separately 
from the funds allocated, to the project for the remainder of the 
year. Separate financing of these operations will commence on 
1 November 1949, at which time funds allocated to car 17 over the 
operations until that date will have been expended. This plan is 
based on an extremely close time schedule, an d I anticipate that 
the period following 1 November may present some difficulties. 
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4, Operations outside of Germany have now been presented 
to Washington* Each of these operations, approximately 120 in 
number, has been reported in a rather skeletal form for separate 
consideration oh its individual merit and for a decision on the 
support to be allocated to it after 1 November 1949<> The staff 
processing of these projects has been accomplished in a remarkably 
short period and has placed an undue burden on your staff, which 
has concurrently been involved in an extensive reduction and re- 
organization program o Further complicating this period has been 
the fact that we have made numerous suggestions and recommenda- 
tions for revising existing procedures in your organisation to 
bring them more into line with those of ay own organization* 

That your staff was not able under these circumstances to indulge 
in a higher degree of coordination and meticulous staffing of 
operations reported as projects is clearly understandable* Also, 
it has been most gratifying to me to note the development of an 
increasingly harmonious relationship within our joint US -German 
staff during this period in spite of the obvious pressure from 
several s ides * 



5* Although Washington has frankly deplored the lack of 
detailed information included in the original project reports, 
they have demonstrated a sympathetic attitude and indicated that 
in spite of the fact that they have only sufficient information 
to make a superficial assessment of the value and potentialities 
of the individual operation, they will be reasonably lenient in 
approving projects for an additional 3-6 months period in order 
to provide our US-German staff the necessary time to provide them 
with further details c While the good faith and basic inclination 
of my home office to adequately support this project is clearly 
evident by their favorable decisions on almost all matters, 
particularly financials during the past three months, .1 have no 
illusions that they will continue to take a lenient position on 
the question of centralized control of operations through the 
availability of exact operational details, including personalia* 

6o Washington agrees that the greatest strength of our . 
relationship lies in the basic premise of UB°0erman cooperation 
o~ — - - la^the .intelligence field against the Soviet Union* However 

^ they reduce this relationship to concrete terms spelled out 

specific matters of operational coordination* fhe' very nature 
of intelligence work dictates that the effective coordination 
and direction of a large seal® intelligence effort must be based 
» on a highly centralized and exacting consideration of -details* 

2h« very fact .that our adversaries within the framework of the 
worldwide Communist Party and the BIS do represent a highly 
centralized apparatus, making full utilization of the advanced 
communication system of the postwar world, dictates that we do 
not unnecessarily hinder our own effort in the intelligence field 
by indulging in 'unnecessary eompartmentization and decentraliza- 
tion. My home office feels that the willingness of your 
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organisation to cooperate in the establishment of a centralized 
and thus effective leadership will be a substantial test of the 
success of the Indoctrination program to which you have sub* 

Jected your staff and co-workers in the field during the past 
few years. I assure you that the sincerity of you and your 
immediate staff is not questioned on this point and that I and 
individual members of my staff thoroughly appreciate the back- 
ground and difficulties of your relationship with many of your 
leading members In the field on this point. Consistent with our r 
recent discussion on the problem of procuring operational details 
In connection with projects, I and individual members of my staff i, 
feel a real responsibility and assure you maximum assistance In 
this matter by attempting to develop, through personal contacts 
with your co-workers in the field, a sense of trust and coopera- 
tion. 

7. After discussions in early August with you and members . 

• of your staff on the subject of providing Washington immediately 

with detailed personalia to clarify the projects submitted to 
Washington, we pointed out the difficulties posed in attempting 
to make a hard issue of this problem at the moment. Washington's 
reply to this Indicates that they will approve a number of projects 
with the clear understanding that approval is for a period of 
three to six months only, and that the future of the operation 
will depend largely on the success of our joint efforts to con- 
vince the organization leaders that operational details are 
essential to our Washington office. 

8. Not unrelated to this problem is the question of the 
availability of raw agent reports to Washington for use in the 
evaluation of the operations. This poses the fundamental problem 
of Washington's conception of operations run by this project. 

If they Insist that the complete evaluation of operations be done 
in Washington by having available there full personal data of 
persons involved and the raw material submitted by the agents, 
the necessity for the maintenance here of the Intrleate staff * 
machinery and expert personnel to do the same function Is subject 
to questioning. It necessarily follows from this that, once the 
’’basis for evaluation of the soured' is available In Washington, 
where they certainly have adequate material for an evaluation of 
the information, should not the preparation of the finished in- 
telligence reports.froa the data produced by the operations out- 
side of Germany be also done in Washington. This type of logic, 
if played out to the end, would result in our present organiza- 
tional planning and basic, conceptions of organization and mission 
hardly remaining valid. Assuming that Washington's desire is to 
have available to them the personalia and raw agent reports only 
from operations outside of Germany and not on operations in the 
Sovzone of Germany, our project would then find itself turning 
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out finished intelligence on the Sovzone for dissemination to 
US Military Forces in Europe and additionally running a number 
of agent operations Into the satellites and the USSR producing 
raw material for forwarding as such to Washington for evalua- 
tion and dissemination at that level, I imagine that a detailed 
consideration of this, trend with all. of its ramifications would 
Indicate that it is related to every facet of this project, 

9* I have interjected the speculation in the preceding 
paragraph in order to bring clearly into focus a trend which I 
am sure you would have independently noted from a number of 
recent communications from my home office that I have either 
discussed with you or some member of .your staff. I am certain 
that as time passes that Washington, will recommend the elimina- 
tion here of functions which can be performed more economically 
and efficiently under more favorable circumstances in Washing- 
ton; in other cases, they may determine that this project is 
especially qualified to exploit certain intelligence roles and 
will desire an expansion in those fields. My personal opinion 
is that the trend will be toward the operational field andaway 
from the research and analysis functions. In opposition to this 
trend, of course, will be the necessity for producing here in 
Germany such types of intelligence in finished form as are re- 
quired for direct dissemination to US agencies, especially the 
Armed Forces, here in Europe. At some time in the future your 
relationship with the German Government and a consideration of 
its intelligence needs will also be a factor. 

10. I urge you to give careful attention to these considera- 
tions since I think that they touch matters striking to the very 
roots of much of. the planning and reorganization that is now in 
process. I am not entirely clear on Washington's views on these 
matters, and I am not sure whether some of the fragmentary in- 
structions which hint the trend suggested in Para. 8 above are 
indications of a carefully considered long range plan or merely 
the coincidence of individual and Isolated views neither related 

-* nor considered in connection with any projected plan. It la 
certain that Washington considers the present period to be one 

, ..... erf waiting* -and further, examination of the project before estab- 

* lifching a lbng range plan for the coordination cf your intelligence 

producing efforts with those of our own service. 

11. In summary, the basic mission of this project as described 
. in my memorandum of 15 June 1949 remains unchanged except as * 

altered by this present Memorandum, However, there are ample 
indications that the current decisions made after individual, 
consideration in Washington of specific minor problems do not 
necessarily coincide with the broader decisions made at the time 
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that my organization accepted responsibility for this project. 

This is understandable and, Indeed, to be expected, since our 
knowledge of this project was at most rather superficial at 
that time. These manifestations of a possible change in basic 
conception on the part of Washington is what prompted my specula- 
tion in paragraphs 8-10 above. Although I feel it is considerably 
premature to take any action on this matter, it should certainly 
be kept uppermost In our minds during the next few months. 
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22 September 1949 



Cblef, Foreign Branch V - 
Chief of Station, Karlsruhe 
Operat ional 

MBft- Dr* SCHNEIDER *s Negotiations 
with Third Parties 

- <?</£ 7 

1. Although the substance of reference has at various times 
been discussed with Dr. Schneider and more often with his alter 
ego Herdahl, I feel that it is a problem with which we shall ex- 
perience some difficulty and that our position should be made un- 
mistakably clear to Schneider and a matter of record. 

£>"£)<£ t//y) 

2. During the past few weeks there have / been a number of 
incidents in which unilateral action fcyfflBBhas brought about 
situations fairly embarrassing to Dr. Schneider and served to 
bring home the point that the days of the free and uncontrolled 
ride with the Army are over and he must prepare to coordinate his 
activities with us. 

3. I anticipate that Dr. Schneider will officially and 
probably with conviction concur with the substance of the attached 
letter. Whether he will as conscientiously adhere to it depends 
primarily on whether ire can persuade his staff, particularly 
Herdahl, to settle Dr. Schneider down occasionally to put down 
the details of his own activities and, more so. whether we can. 
add wo* our staff a* man qualified to enjoy the trust of and work 
closely with Hr. Worker, whose section handles all significant 
connections to German political and economic circles as well as 

to numbers of Western European intelligence services with idiom 
Schneider has already established contact. 
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20 September 1949 



MEMORANDUM TO: 



DR. -SCHNEIDER 



SUBJECT: The Coordination and Control of Negotiations with 

German Political and Economic Circles and Repre- 
sentatives of Western European Intelligence Services. 



1. Insistence on being informed and in a position to control 
our activities at all points where they may become involved, or 

in conflict with, the interests and activities of my organization 
as well as those of the United States Government as a whole, is 
the single dominant theme of all recent correspondence that I 
have received from my home office. 

2. .1 can state categorically, however, that the nature of 
the control that my home office envisages is not greater than 
that which it imposes on the individuals and activities of my own 
organization. In fact, with regard to the allocation of funds 
and the conduct of operations, I feel that we enjoy comparative 
freedom. 

3* Those matters in which my home office feels the highest 
degree of coordination and cooperation are essential are: 

a. Those activities in which this project is actually 
or potentially Involved with other activities of the 
American Intelligence Service. 

b. Those activities In which this project is actually 
or potentially Involved with the activities of other friendly 
intelligence services. 

c. Those activities in which this project is actually 

or potentially involved with the a ctivities of non-intelligence 
agencies of the United States Government. 

4. My home office considers it basic that . they can support 
. only political or economic activities that are directly related 
* to the:. maintenance of our intelligence functions# However* they 
are thoroughly appreciattve^oT the fact that the* establishment of 
economic cover and reaching of working terms with elements of the 
German Government axe at this time essential to the continuation 
of the development of this project along the lines of our mutual 
Interest# Washington feels that our solutions to the problems 
of cover and governmental acceptance should conform to broader 
US policy in G-eirmany and Europe. In stating this they have not 
implied in any way that actions already taken by you have not 
been consistent with their position on brbader issues. On the 
contrary, it is my impression that our activities during the past 
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few months tend to supplement and coincide with those of my organi- 
zation* 1 



5* In supporting this project, my organization has taken 
full responsibility vis-a-vis the United States Government for 
our activities as a German intelligence organization* When the 
activities of this project extend into those spheres in which other 
US agencies have a paramount interest, it is absolutely essential 
that our activities be consistent with resolved United States policy* 
This point becomes vital when we become involved in matters that 
transcend the limits of what can be defined as being solely of 
intelligence interest. Thus, even within the boundaries of Germany 
our activities within the political and economic circles is a 
matter of immediate concern to other US government agencies having 
a paramount interest In those fields, and the need for UE intelli- 
gence ensuring that we move in a direction consistent with general 
US policy becomes clearly evident* At no time, however, do we ex- 
pect you or any member of your organization to become involved, 
at our suggestion, in furthering, in either the German political 
or economic fields, activities which are unacceptable to you as 
loyal German citizens* In this sense, the control which the US 
element of this project desires to impose is passive and not active. . 
In the final -analysis, and certainly consistent with your funda- 
mental conception, of Geraan-American cooperation in the broadest 
sense, this type of a controlled and coordinated assault on the 
problems that confront us should prove mutually beneficial* 



6. 'Iy home office has taken an increasingly adamant position 
on controlling your connections with the intelligence services of 
Western Europe* As you can well appreciate, our relationships with 
other intelligence services are extremely complex and demanding 
of the highest degree of coordination from the viewpoint of my home - 
office. Failure to exercise this control, even within our ownii: : 
organization, invariably results in serious embarrassments and 
compromises of our formal liaison arrangements* Because of this, 
Washington has recently informed me that insofar as connections with 
foreign intelligence services are concerned, you and members of 
yopr immediate staff will be subject to the same limitations as are . 

. imposed on -members of my own organization* Washington grants 
clearance in each case after being Informed of the persons Involved 
and the matters to be discussed. That your future position in the 
European intelligence world is, to an extent, dependent upon rela- 
tionships that you develop and maintain with the leading figures 
of other Western European services Is appreciated* The fact that 
my home office does not* in principle, intend to oppose such contacts 
Is evidenced by their willingness to approve the visit to Rome /to. 
contact leading figures of the Italian IS* I urge that at the 
earliest opportunity we carefully review in detail the nature and 
extent of' your present relationships with other services, particu- 
larly the Swiss, Spanish end French, with a. view toward proposing 
to Washington a suitable dAwsfoslt^i^o^ each existing relationship* 
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7. I can state categorically that you have, since the 
establishment of our present relationship, invariably advised me 
of your contacts .in German economic and political circles as well 
as your impending contacts with Western European IS personali- 
ties. Also, the results of such contacts have been habitually 
reported. I have admittedly been remiss in not passing on to my 
superior headquarters sufficiently detailed accounts of our con- 
nections in either the German political and economic circles or 
with personalities of Western European Services, normally, our 
conversations preceding or following your contacts with personali- 
ties of interest to my home office are of a general nature in 
which the substance but not the details of events are covered. 
While I conclude such conversations feeling adequately informed, 

I do not normally have either sufficient detail to provide the 
basis for a report to my home office nor the time available to 
follow up such conversations with requests for such details as 
names, places, dates, exact description of circumstances, etc. 

I would greatly appreciate it if our present almost 
doily conversations which deal with all significant aspects of 
the entire organisation, including developments of Interest in- 
volving a third party, could be supplemented by detailed written 
accounts of contacts by you or members of your immediate staff 
which appear to have implications described above. This purely 
mechanical variation of our present method of handling these prob- 
* lems appears to be the best solution until such time as I have 
available on my staff an individual especially qualified to deal 
with the Special Connections Section (35) on these problems. 
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12 October 1949 



Chief, Foreign Branch M - STBS OBIT 
Chief of Station, Karlsruhe 



Operational' - 4HBB 

Dr. Schneider's Reply to Becent 

Policy Guidance Letters 
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Attached is Dr. Schneider's reply to oy letters 
of 22 August 1949 reported in references. 
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10 October 1949 



M2K0R1SDUH 50 J 20 




SUBJEOS » Basic Considerations in Beviowlng the 

Conorpt end Kieslen of this Project 



I. Introduction 

Before deTalopiufi my pceltion as to your memorandum of 
20 September 1949 * I want to express my satlsfeotton end my 
gratitude for the spirit end the sincere manner in which eo- - 
operation between your staff end my own staff has taken place, 
furthermore t I want to express ay gratitude for the and ere tend- 
ing and help in connection with our activities shown by your 
Home Office in-solving the principal problems for which we had 
asked for help. I consequently want to stress the point that, 
the following explanations correspond principally to ay desire 
to contribute in many years to come to the political cooperation 
between Germany and the United States of America* a cooperation 
which I consider imperative for the future German foreign policy 
as shown in my memorandum of 16 Hay 1949. It is just this firm 
belief* however* which puts me under the obligation of clearly 
assuming position wherever my opinion differs from yours. I 
consider our intimate personal contact as a guarantee for the 
fact that ay explanations will be considered as a constructive 
contribution even there where they constitute crltioisa* axti I 
would be grateful to you for similar critical contributions from 
your part in order to continaonsly improve our efficiency. 

II. General Elements of Our Work 

Before expla in ing my position towmrd the problems listed 
in your memorandum* leonaider it useful to dlseuss u giia the 
basic elements of our work.- the work of our organisation has 
a politioal and an intelligence aspect. 

1. Political Fundaments 



following the German point of view, the political 
fundaments of our work are anchored to the following two 
pointat ' 
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ma fir* belief that a future German foreign policy has 
to to based for the eoning period of history on a Tory 
oloea cooperation with the United States* oren in the 
fraae o t a looter* Buyepean unity (aee nenorandun of 
16 Kay 1949 )« A* as I hare been able to aa certain 
up to now, this conception seems to correspond in-all 
points to the -rlewa of the new Federal Chancellor. In 
this connection it in to he said that a future fiexaan 
foreign policy will ain to seoure to the German people 
a. participation on equal rights with equal duties inside 
the family of all nations of Western Ideas under the 
leadership of the United States* I suppose that In the 
long run the interests of the United States will he ly- 
ing on the same linos* It will he of importance for 
the dewelopnent of the organisation what contribution, 
in the field of poll ties Is expected fro* end oaa be 
glren by our organisation in the future with respect 
to in erio an-German cooperation* Bore I must stress the 
point that it will newer be np to this organisation to 
exeoute an entire political Influence in donee tie or. 
foreign polltlos, as this would stand in complete con- 
tradiction to the non-partisan character of a Genian 
intelligence organisation working against the Bast. 

Howe rer, a role which the leaders of our organisation 
could be expected to play and could actually play la 
the role of a loyal lnteraedlary also in the field of 
foreign polities and in conformity with our mutual 
ideas* 

Ihe fact that our organisation ah a German organisation 
and coder Gorman leadership eooporates with the Intel- 
ligence Serrioe of the United States as well in a 'German 
as In an American and general Western Interest. Our 
organisation has practically no political and - as I 
shall explain lutar - no intelligence ralue for the 
United States, or an extremely reduced one, if this 
organisation would Work either do Jure or do facta with 
the character of an incorporated part of American intel- 
l&tno e* Although, there is so far no direct eontaet to 
AUlH A.UBR t my Inquiries to his point of new eonoemlng 

0f •'fetation stewed that 
this pr oblem can be discussed only if we are «t,4sast 
to the exterior not dopoadoht on any foreign mower, t* 
is useless to emphaslsr that uSiil 

our oonsoloneo to stop our aetirittosta taJbreaSt ^ 
shape, should the competent Gorman leaders fan to 
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authorise oar present work at least morally, i.e., in- 
officlally. this applies regardless whether a future 
incorporation into the German governmental machinery 
ooaes into question or not« 



2. fund amenta of Our Intelligence Work 

Our intelligence efficiency and our achievements are 
based on the fact that we operate with German methods apply- 
ing to German -mentality , which differs from the Amgle-Ameri- 
o&n mentality. If Z now propose to explain the prinoiples 
of such work, this does in no way mean that I consider our 
methods as being better that those of other intelligence 
organisations, they simply take Into consideration the Ger- 
man mentality of a German machinery and are, therefore, la 
a position to lead to the highest achievements . In our co- 
operation with your staff we consider ourselves at the same 
tins as students of the matter and it may be that the Amerl- 
can- German cooperation just on the lines of intelligence may 
lead to reciprocal fertilisation. 

Pot many reasons the difference between the American 
and European (e.g. , french), and especially German vlewB on 
the technique of intelligence can be illustrated as follows t 

a. The American Conception 



So the United States as a political power Isolated 
on the Western Hemisphere until World War II, no politi- 
cal step presented itself so urgent as to require imme- 
diate -decisions 4 To a certain extent this still applies 
today. As a result Amerloan intelligence authorities 
give far more importance to security and a meticulous 
care -of detail work than to flexibility and rapidity of 
work. A machinery running under, these prinoiples can 
■tolerate to be very centralised and the limit Use only 
there where a leadership isolated at a writing deek and 
not acquainted with, practical problems begins. 

b. The Gergan Concretion 



European politicians, and on account of their aeo- 
graphioal position especially, the Germans , have always - 
seeded to take vary quick decisions In the last century. 
Whereas la America most of the problems' are not urrent 
«ed may, therefore,,, undergo careful, long-time planning, 
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thar« ware and there are many bo urgent problems in 
Barone that they require a naohinery able to -take quiok 
action without lose of tine through planning. She re- 
sult la that European intelligence always insisted on 
greatest flexibility and'quiekest notion. These funda- 
mental principles are still more important today and in 
the future, as the enemy of Europe stands before the 
doors and on account of his autoeratlo system is in a 
position to act with the quickness of a lightning. Hut 
greatest flexibility and quickest action are available 
only if everything is deoentraiiacd as far as ever pos- 
sible, if the persons in responsible key positions are 
trained to dispose personally of -the highest possible 
initiative, and if centralisation is substituted by the 
moat careful selection and training of the executive 
personnel in all various ranks. Ho doubt there exists 
a number of things which must be centralised though-this 
faot does not change the above principle in any way* The 
fundamental principle has always been that it is better 
to act wrongly instead of not noting at all, even if this 
would result ini occasional damage. The greatest successes 
of the German Vehrmaeht in both World Wars are due to 
the application of this principle in the military field, 
based on a very careful and uniform training of the 
leading personnel of all ranks who were in a position 
to act according to the Intentions of the -commandment 
In every position and even without orders. Only when 
Hitler, who obaracterlstloally rejected euoh methods as 
'being "democratic" , foroed in and tried to lead all 
.single divisions from the highest level, the way to 
failure was inevitable. 



Only due to the fact that in the past 1 had full 
freedom to set up our organisation in accordance with 
our war experiences, I was able - in spite of the known 
difficulties -'to. develop the organisation to a very 
high level of efficiency, an efficiency whioh, inci- 
dentally, was considerably higher last summer before 
the big out dowu. I am completely aware that our work 
must atill be improved. However, it, is quite dear to 
me that a wcohanical application of American principles 
to our work would deprive the organisation of itTprinl 

initiative of the single 

individuals in all fields, for this raason 1 alwkvu 
stressed the following point of view in my instructions 
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Xq the leaders of all sub— organisations i "Haver a 
diraot scheme, as little as possible SOP on fixed terra , « 
By no means mat the machinery be allowed to assume a 
bureaucratic charaoter* Therefore, I am very satisfied 
when I learn that the Sub-Organisation leader X, for 
instance, organises hie work completely differently from 
the Sub-Organisation Leader I, a inoe intelligence work 
is always baaed on the personality of the leader con- 
cerned* It ie thd task of the direct superior *to watch 
that the objective requirements of the work are taken 
care of. In application of rigid forms for everything 
leads people to act according to echematical lines with- 
out using their brains any more. I am of the opinion 
that the satisfactory development of Operation "IEARUS* 
extemporised within a few days during the American 
maneuvers, ie due to the above sketched working prin- 
ciples and would have not been possible with another 
way of conduct* 

c* Comparison Between the Amerloan and German. Methods 

The advantage of - the American concept is a high 
i degree of security, a larger range of survey for the 
highest command; its disadvantages are reduced flexi- 
bility, slower development of work, higher expenses and 
consequently diminished return of the money invested, 
lacking exploitation of persons of high ranking quali- 
ties in the field, and restrain of the personal initiative 
and sense of responsibility. The German method leads to 
i! a higher flexibility * quick work, extensive exploitation 
of personal capabilities, greater efficiency at lower 
expenses. The disadvantages are a lower degree of sec- 
urity in certain fields, a shorter range of survey, and 
occasional difficulties of coordination. Regarding Sec- 
urity a German military slogan is applicable, noVverb- 
ally but spiritually! "Wirkung gcht vor Deckung" — 
if you don't take a risk, you will not have good re- 
sults. Also in the intelligence field it is neoessary 
to a certain degree to run a security risk in favor of 
the success. The important point here is to take suit- 
abie Coraterintelligenoe measures in order to recognise 
in due time compromised parte and to eliminate and re- 
place them* 
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I*t i8 perfectly clear to me that the American method 
of cloaely directing even the least details by the cen- 
tral headquarters has certainly also other reasons pec- 
uliar to American conditions. If# due to my experience 
of many years in intelligence work, I may be allowed to 
express my opinion, this will prevent a quick develop- 
ment of an efficient and flexible machinery and espe- 
cially the full exploitation of the high standard of 
its very able sub-leaders. Following the impression 
I obtained » the American IS (not the Army agencies) dis- 
poses of many highly eduoated and intelligence -'expe- 
rienced personalities of high-ranking capacity. The 
mentioned kind of unfavorable centralisation is spot- 
lighted by the fact that the representatives of US* IS 
in the field dispose of fax lees independent power than 
their colleagues in the individual European Intelligence 
Services. To be quite frank, I do not believe that Wash- 
ington, even knowing as many details as possible, will 
be In a position to decide competently whether a pro- 
ject under examination will turn out successful, whether 
It can be carried out, and whether It is suitable. Only 
persons who are in the range of the field activities 
and, therefore, able to get an immediate picture from 
& close view can decide on such matters. Of course I 
am quite willing to admit that it is necessary to co- 
ordinate from top level the activities of different 
agencies operating in the same region. 



It is a principle of a sound leadership not only 
to give orders but also to control their execution. On 
the other hand the full confidence from top to bottom 
and vice versa of the leading personalities is of deci- 
sive importance, especially in intelligence work. The 
greatest enemy. of confidence, however, is an exaggerated 
interference and control. This consideration leads to 
the necessity of carefully adjusting the required mea-~ 
sures of control to the need of maintaining confidence* 



.. . 1 want *° «nphaalM again and aa a natter of coarse 
that we carry out without restrictions in our operations 
an Anarloan requests, eren if they do not .eea to us 
f ? Tp0ee » g long “ Hal are iTJLSL 
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3* Summary 

In summarising I want to stress again the following 
points of view whioJbi should continue to he the principles 
of our work! ; 

& The long range aim is to comrey the organisation at a 
later and suitable date into a German Intelligence Ser- 
Tice which is supposed to work in close cooperation 
with the US Intelligence Service in a way not easily 
detectable from the exterior# 

Td. Independent from their Eastern intelligence activities, 
the leading personalities of such an Intelligence Ser- 
vice will also be in a-positlon to act as intermediaries 
in the political field* 

c* It would be an error to impose on such an organisation 
the principles of American working methods and it would 
essentially reduce its effioiency f the more as this or- 
gan! satLon-hae to work in the immediate range of the 
front line. Following our conception# we claim the 
right to operate freely inside the lines of a giren 
mission according to German mentality. A lowering of 

I our organization to the level of. a subordinate agency 
which simply carries out instructions would be contra- 
dictory to our basic conception. It would be a definite 
and ultimate stop to the development of our efficiency 
and would render impossible our future Incorporation as 
a German Intelligence Servieo. Under wl&ireiimfltanees 
the American pattern of leading operations and adminis- 
tration methods must be applied within the or^ahiaation, 
because this would earmark the -organisation as a part 
of the US Intelligence Service, The conclusion drawn 
by the members of the organization from an application 
of the American pattern would have a very bad effect on 
the morale of the organisation. The necessity to keep 
the German pattern concerning leading operations as well 
-v... adminis tra tiou methods may be one of the most decisive 



d. 



The above mentioned points make it Imperative that the 
orgaaisatjoa-be maintained as a well rounded inielligenei 
^ganisation. Even those parts which work analytically . 
Evaluation _ Group - and, contrary to American views# re- 
present not onlp «n Instmmeat for researo“l>utI&7Li 
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operational instrument* cannot be eliminated without 
changing completely the whole working method which is 
a result of our war experiences. 

e. In order to prepare at long range the proposed trams- 
•* formation into a German entity, it is neoessary to find 
organisational and working ways which - though separat- 
ing the German from the American elements - prepare the ~ 
grounds for a still oloser and more trustful cooperation. 

She decision about the methods to apply and the time 
to employ is for our American partner also a political, de- 
cision besides Its Importance on the intelligence field. ' 

My own personal view in this matter is that we should con- 
tinue our work under American "patronage as long os general 
conditions permit such policy, 

I should be extremely grateful for a prompt reaction . 
to the discussed considerations in order to be able to co- 
ordinate my own Ideas and measures with the policy of the 
American side. 



III. Detailed Discussion of Your Memorandum 

I may be permitted to state in the following my position 
with regard to the detailed questions contained in your memo- 
randum. Almost all of these questions hare been touched in the 
above basic considerations. 




!• A financial agreement according to the plan proposed by you 
was only possible after the following measures had been 
taken! 



The American side explicitly accepted a great reduction 
of our activities, especially in the field of taotlfal 
intelligence in the Sovsone Germany (about 40 * of tile 
turnover of 1 May 1J4J)« The reduction of the output 
^hioh has been suffered so far can be seen in Inclosure l, 
A very, serious consequence may already take place very 
shortly should the Soviets carry out their apparent in- 
tention to change their motor vehicle numbers. It is 
very doubtful whether it will be possible this yehr to 
gain control, over the new numbering system wlthlh 6 .weeks 
as it was done in 1946, because the number of. reports 
received on motor vehicle numbers has decreased tod. con- 
siderably. 
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b. The American side assured us that the promising pro- 
jects of intelligence outside Germany, . i*e. , In the 
satellite states and tha faatarn Military Districts - 
of the ST?, would be fiaaaoad as fro* 1 Hoveaber 1949. 

So far it waapossible, although with the greateet 
diffiooltles i to observe thia financial plan. She diffi- 
culties consisted especially in the maintenance ooot for 
the running projects. We era particularly grateful for 
the possibility of building up a comparatively small fin- 
ancial reserve by monthly savings of $ 6 , 000 . This will he 
of great value when further unforeseen difficulties may 
arise. y 

Seen from the German angle the Intimate cooperation, espe- 
cially with the gentlemen who have joined your staff in the 
last months, has developed on extremely satisfactory lines. 

cooperation was especially favored by the technical ef- 
ficiency and human comprehension shown by these gentlemen. 

3 . The favorable aspects described in par 1 and 2 are consoli- * 

of ' this j3ur m1aai*c£arta ha ve ba endiFouB^sed 'aaverai^tlmeB 
bet ween y oar~goodae l?~and''~m YieIf and have bee n abo sstefl b y 
both parts without ' any JsaftfloHa T^ jOucr'epanev .~ ’This improved 
tEeaorsle of the organisation with respect to the future 
in spite of all difficulties and hardness doe to reorgani— • 
nation and reduction. 

4. Tour memorandum "Basic Considerations in Reviewing the Con- 
cept and Mission of this Project" now touches two fundamental 
problems, the solution of which is decisive for the future 
existence and development of the 7 organisation,, as elsarly ’ 
and correctly stated also by you* The problem of coordina- 
tion and centralisation is disoussed in par 4 - 7 of your 

• hwntionad expose and furthermore in your expose "The 

Coordination and Control of negotiations with German Poll-, 
tical and_ 8 coaaaioal Circles and. Representatives of Western 
European Intelligence", also of go September 1949, The 
other problem 00 no eras -the evaluation and has been dealt 
with in par 8 •* 10 of your first mentioned expose*. 
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foa-rdi^tl and centralisation 

I hare already given my opinion on the problem of 
coordination and centralisation in par II while die- 
cue Bing to basic principles. -Of course this my opinion, 
which stands. in contrast to yours , will never be an 
obstacle to satisfy all your claims and revests up to 
the highest limit of what I believe I can answer for 
and what the organisation is able to achieve. However, 
my fundamental opinion expressed in my memorandum of 
22 August 1949 with regard to disclosing details and 
names behind the Iron Curtain has not changed in the 
meantime (see Inolosure 2). In this connection I want 
to draw your attention to the f aot that in order to show 
my good will and in spite of my strongest objections I 
disclosed to you shortly after you took up your duties 
here the personal data on all key personnel of the or- 
ganisation to be forwarded to Washington. CaBes 3,ikc 
Alger HISS, Ruth COPLOH, and others show that this can- 
not be done without reservation* Therefore, I am not. 
in a position to guarantee definitely to be able to ftir- 
niBh all details required by your Home Offioe. In the 
worst of cases we have to renounce to carry out the res- 
pective projects. The very unders tandable viewpoint of 
the sub-organisations has nothing to do with the success 
of the "indoctrination" mentioned by you. 

In detail, the following can be said about coor- 
dination i 



(l) A coordination in the sense of your memorandum is 
absolutely necessary as far as the operation of 
main organisations and their basic missions are 
concerned* 



(2) A limited coordination is necessary as far as the 
geographical distribution of the target regions is 
concerned* But this should not assume such an ex- 
treme fora that certain countries e abject to opera- 
tions and lying inside the operational range of 
different services should be practically banned 
for one or more of such services. Let us take the 
instance that we ehould no longer be permitted to 
ln Y ^slavia# Bongary, and Bulgaria (ix- 

J«apia« off biBle for 
operations toward priority countries) . Diis would 
load to the assumption for our part that other US 
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or US tied agencies are operating there. A 1 ® 8fl 
of nets or lines of these agencies must he taken 
into account. This ought to lead as a preoautienal 
measure to let "another organisation, for instance 
oura, overlap. Besides, a rigid geographical se- 
paration following the borders of a country is 
entirely wrong, as the threads never stop at 
borders . 

(3) A coordination in the above sense is furthermore 
necessary if connections with another friendly 
intelligence service are involved. Of course it 
should never happen that in euch a oaae conditions 
develop which are oontrary to the general interests 
of the Western Hemisphere (America and Wee tern 
Europe). On the other hand, all interests of di- 
reot neighbors who breathe, so to say, the same- 
air have to be taken into special consideration. 



(A) A limited coordination in the above sense is fur- 
thermore necessary concerning political connections 
of our organisation to persons of the new German 
government. It ie absolutely understood that in 
this concern the general ideas of US politics in 
Germany will be taken into consideration. Fortun- 
ately these Ideas correspond to a very large extent 
to those of this organization. However, situations 
can arise when starting and operating such con- 
nections where I am bound to insist on the neces- 
sary independence for myself or my deputies, and - 
this in' harmony with the procedure so far observed* 
fhis would mean that no explicit American approval 
has to be requested for each detail. Further opin- 
ions in connection with this problem will be stated 
when die cussing the evaluation. 




(5) A coordination in the above sense' is furthermore 
essential in ease of connections of commercial 
nature which eerve chiefly as economic oover. In 
oese of American firms it is natural that these 
ought to be checked in every detail as to their 
aptitude and that views of domes tlo US politics 

a dwieiTe^role* ** of flwaas flnaa 
it ought to he sufficient if your Hone Of fie. eha.fri 
the international business reS"oS”f^%SS? 
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Should the result be satisfactory the organization 
ought to he granted a certain independence in the 
pursuit of further negotiations, the more as such 
negotiations cannot -be pushed Tory far due to the 
financial situation* 

(6) A coordination in the above sense is looked upon 
as not profitable and even wrong and dangerous as 
eoon as it is the expression of centralisation of 
^ details in technical direction of intelligence 
activities* i*e. , a coordination which essentially 
surpasses the limits of the points described in 
par (1) - (5)* To centralise for instance the 
direction of intelligence operations by checking 
each source at the Hone Of floe or by checking all 
border passages would decidedly go too far* - Such 
a centralisation would present many dangers. One 
inconvenience would be that the Home Office at a 
distance of more than 4,000 miles from the theater 
of operations would be compelled to continuously 
ask for further reference with a considerable loss 
of time* if it would Insist on consequently apply- 
ing such a policy. It would not have an intensive 
survey on-all details which continuously increase 
in number* In its action It would have more an 
inhibitorial tendency instead of being of help to 
a subordinate agency which ordinarily would react 
quickly enough for the purpose and in an approp- 
riate maimer* 



The greatest danger* however, lies ji the 
limitation of initiative, spirit and responsibility 
Of the leading -persons, especially on the level of 
field agencies* Both points endanger the serrioe 
severely by producing red tape* If such red tape 
spreads out* every creative impulse also from the 
lower ranks will definitely die appear. This would 
finally lead to the faet that the Blastema will no 
Oot 8 *«-8*aetorily. Owe, opera- 
tions will become expensive and service clumpy. 



b* Evaluation 



Dieoueelng the problem whether or not incoming raw 
reports should bo evaluated with up, I hare toTtress^ 
the point that the e -valuation group represente for us 
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an essential tool for operational guid*no« aocordins to 
our experience in World War II and in the period after 
the war, Just thin peculiar interchange between the 
operational oolleetion of information and the immediate 
e ruination eupported by the evaluation of eouroee and 
the sifting pro oe dure forma the epeoial working method 
of our organisation. Only this procedure enables u» to 
lead our intelligence acti Titles, to concentrate on the 
areas of main effort, to drop inefficient sources and, 
finally, te aohieTe the best results with tha least pos- 
sible financial means. The efficiency of the organiaa- 
tion depends mostly oh. these factors. 



In Detail » - 

(l) it is beyond any question that the eraluation of 
the raw material of the Sot zone Germany ought to 
be oarrled out by the organisation. Shis follows 
from the necessity to furnish the US Armed Forces 
in Europe currently and directly with finished re- 
ports . 



( 2 ) It Is to be doubted that the eraluation of the raw 
material from the satellite states and the SU can 
be oarrled out more suitably and in a more rational 
way in Washington. I admit that it would be pos- 
sible to evaluate the raw reports in Washington, 
using'the basic information on the submitted pro- 
jects. But then the organisation would be deprived 
of its most important means of operational guidance 
and would be compelled to run an inofficial eralua- 
tion group. 



(3) Besides, a sub-dirislon of the eraluation in 

Sorsone Germany here , 

Satellite States and SU in Washington 

would endanger the careful leading of all opera- 
tions crossing from one to another geographical 
region. We -would then, so to say, be handicapped 



( 4 ) 



®*e Met serious damage though would be caused br 

* T !£ Uati0 ? SXQ'W with regard 
to the future. A future German Intelligence Ser- 

an evaluation group in its present form 
ott “* ■ tt ** lra “ 4 *“ 
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IV* Final Beaarks 

I as particularly thankful to you for your readiness 
to die cub a all the pending problems at a period when your 
Home Office in Washington ia a till in a period of waiting 
and further examination* Also from our side it seems ne- 
ceeeary to dear all basic points of our relationship to 
US Intelligence in the future* All problems discussed by 
I you and which I thought already cleared by the Baaia 
I neELt are of such a fundamental importance that this exchange 
Tmdeae on the subject had to x take place in order to arold 
a false start in the future , thus jeopardizing the further 
existence of this organisation* 
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Number of Reports received 

* m8 * m9 




L e yen Of : — — Total Number of Reports 
mmmm Number of Agent Reports 

Total Number of Interrogation Reports 

__ Number of Interrogation Reports 

(Interrogation of Row from USSR) 
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22 August 1949 

TO i 20 

FROM I 54 
SUBJECT x Personal Bata 

Procurement of as extensive an information as nay be 
obtainable to coordinate and subsequently control the acti- 
vities of *11 who are, or may become, involved in intelli- 
gence work is a generally recognised principle in every in- 
telligence service* J . 

Under the present circumstances it is extremely diffi- 
cult, however , to the German leaders to obtain these data 
or as far as they are available already place them at the 
disposal* ■ 

These are the fundamental reasons: 

(a) Bad experiences of the members of the former German 
IS during the collapse and directly afterwards. . 

(b) Fear of a Soviet-Bus sian surprise attack which in the 
present moment would still take a very rapid course 
and bring even worse effects to the members of the 
Western Intelligence Services. 

In view of these facts the leaders of this project had 
the greatest difficulties to obtain at least the greater 
part of the -personal data of the members of the field or- 
ganisations* 

To the members of this project living on this side of 
the Iron Curtain the disadvantage of being listed in a 
central file was -hardly balanced by the advantage of being 
given protection. This advantage failed completely where 
the members lived on the other side of the Iron Curtain. 

To them, such a registration only meant an aggravation of 
the dangerous position in which they and their families- 
are involved* particularly in case of an armed conflict. 
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with the knowledge and consent of ths CO* the following 
binding pledgee of which the chief of ICO aaeumed personal 
responsibility! 

(1) Personal files will be looked safely and separately, 

(2) Only five assoolates of ICO who hare oharge of per- 
sonnel, will be authorised to handle these files. 

( 3 ) Passing on of the filed without contacting the field 
organizations will be dons only in ease of incidents 
which entail measures required for the dire ot or in- 
direct protection of the member concerned. 

( 4 ) Precautionary measures will be taken which guarantee - 
complete destruction of the files in ease of emergency. 

Much as this project must be Interested in obtaining 
the approval and the funds for the submitted projects by 
forwarding the requested detailed personal data, this mea- 
sure does not lie within the bounds of the mentioned pledges 
agreed upon. When the Chief of ICO delicately approached 
some of the leaders of the sub-organ! nations, he learned 
that in the present moment they are little inclined to hand 
over the personal data pertaining to the projects . 



This was caused particularly by the fact that smoh 
confidence in the US officers responsible for this project 
until 1 July 1949 was lost for the following reasons 1 

(a) Insufficient support to the work of the field organi- 
sations as resulting particularly from the fact that 
the low number of able American field officer* did not 
meet all requirements* 



(b) 

(e) 



Short-termed allocation of money which rendered im- 
possible financial planning. ' 



Seductions of the last months meaning- for many members 
of the organisation the deep disappointment to see 
destroyed the result of their work to which they had 
devoted all their energy for years, and which in addl- 
tien put them Into a preoarious financial position. 
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'Though the German leaders of thie projeot from the 
very first beginning hare greatly trusted in the US repre- 
eentatiTee who hare taken charge of thie projeot since 
1 July 1949 , and though thie confidence in the meantime 
h&e increased so as to he called unlimited, it ie impos- 
sible that the same confidence should be expeoted already 
from the field organisations down \g> the lowest levels* 

The German leaders of thie projeot are firmly con- 
vinced, however, that the Chief of Staff 20 and hie as- 
sociates will by appropriate measures suooeed in inspiring 
this complete confidence into all field organisations , 
even down? to the lowest levels* This of course will take 
some time* - 

Only then it will be poeeible to find a way which may 
solve the problem in question* The forwarding of the ner- 
oonal data* * 



Reverse Blank 
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